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Municipal Accounts—Their Preparation and Audit* 


By Georce REA 


Nothwithstanding the regulations and restrictions surround- 
ing municipal affairs, up-to-date accounting methods may be em- 
ployed as readily as in private business. These regulations will 
be found to be matters of administration more often than of 
accounting, dealing with the transactions rather than with the 
records. 

He who undertakes to prepare a system of accounts for a 
municipality or to audit them must be thoroughly familiar with 
all the laws governing its financial transactions. These laws are 
found in the statutes, in the charter under which the municipality 
is organized (whether it be general or special) and in its ordi- 
nances. Many regulations are most annoying because of an over- 
reaching and unintelligent effort to safeguard the city’s money. 
But a careful survey will enable the accountant to provide a simple 
and efficient system of accounts and at the same time to meet the 
legal requirements. 

A literal interpretation of all the laws affecting accounts would 
require a vast amount of duplication of records. Too often the 
statutes are the heritage of olden days when the transactions were 
few and modern business methods were not known. In one 
state laws are yet in effect which were enacted when the treasurer 
honored warrants by paying cash. Although later laws have 
been passed permitting him to deposit the city’s money in bank, 
the original acts remain in force requiring him to keep records 
duplicating those of the city clerk. 

In this paper more particular attention is paid to the require- 


* A thesis presented at the November, 1919, examinations of the American Institute 
of Accountants. 
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ments of small municipalities. The same principles would be ap- 
plied in the largest cities, the records being adapted to the larger 
volume of business. 

Practical independence is sometimes granted to certain boards 
and commissions, which will cause endless confusion if they are 
allowed to exercise their privileges without limit. Arrangements 
should be made to have their financial transactions recorded in 
the city accounts. 

RECORDS 

In a small municipality the clerk may be the bookkeeper. In 
a large city the comptroller’s department is the accounting depart- 
ment. Between these extremes the books should be kept by one 
or more deputies under the direction of the city clerk. In all cases 
some person should be made responsible for the accuracy and 
completeness of the general accounts and should verify the ac- 
counts of deputies and officers handling money and keeping 
department records. 

In the general ledger the accounts should be grouped in the 
usual classes—assets, liabilities, expenses and income, arranged 
in each class in a logical order. Expenses should be subdivided 
by departments. A numerical system of designating accounts 
can be employed with advantage. It should be arranged to permit 
new and special accounts to be opened in each class and subdivi- 
sion, maintaining unity and logical order. 

The form of cashbook will depend upon the methods em- 
ployed in handling receipts. In a small town where the clerk 
is de facto collector of taxes, licenses, fees, water bills, etc., a 
column should be provided for each class of income. In larger 
cities each department should keep a cashbook and make period- 
ical settlements, a summary of the transactions in each period 
being entered in the general records as a charge to the treasurer. 
In this case the clerk’s cashbook need not be so elaborate, as the 
entries will be comparatively few. 

Absolute control should be maintained over every officer re- 
ceiving cash by requiring him to issue a carbon duplicate receipt. 
Licenses and permits at predetermined rates may be made self- 
recording receipts by providing them with stubs similar to those 
on post-office money orders. The clerk or a deputy should verify 
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each department’s collections from the amounts shown on the 
duplicate receipts or stubs. 

A municipality’s money is divided into funds, from each of 
which only certain classes of expenditures may be made. This 
is intended to limit the expenditures in each class, but it is 
nullified by the power granted to the governing body to transfer 
money from one fund to another at will. These funds are in 
effect several bank accounts. Corresponding accounts should be 
opened in the general ledger, and provision should be made in 
the cashbook to determine readily what moneys are to be deposited 
in each fund. 

Distribution of receipts to the several funds is determined by 
the tax levy and ordinances. With taxes this is generally so in- 
volved a process as to forbid the distribution of each item. If 
only one depository is maintained and the clerk keeps a complete 
cash record, one distribution may be made of the month’s total 
collections ; or the clerk may deposit in a special account which 
will be transferred to the treasurer at the end of the month. If 
funds are low and demands are pressing, the distribution may be 
made more often. 

While designated by other names, the instruments employed 
in municipal transactions are the same as those in private busi- 
ness. Demands or claims are purchase and expense invoices. 
Warrants are cheques on the depository banks or drafts on the 
treasurer. 

Claims should be approved by the purchasing department, if 
there be one, or by the head of the department incurring the ex- 
pense, and sent immediately to the accounting department to be 
recorded. The claims register may be used as a distribution 
record by providing double columns (for name or number of the 
account and amount) for each department and for sundry ex- 
pense. At the end of the month the charges in each column may 
be summarized and totals of each account may be posted to the 
ledger. In another column should be entered the number of the 
warrant drawn in payment of each claim. 

The monthly total of the claims is credited to claims payable 
account, against which are debited the warrants drawn. Thus the 
claim and claims register correspond respectively to voucher 
and voucher record. As many municipalities require claims to 
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be filed on the city’s forms, duplicate claims may be used with all 
the advantages of the duplicate voucher system. 

In the warrant register a column should be provided for 
each fund (funds with infrequent transactions may be handled 
through a sundry column) corresponding to the several bank col- 
umns in the cheque register, a debit column for the charge to 
claims payable and a column for claim numbers. If discounts 
are not deducted when the claims are entered, a discount column 
also is needed. The balances in bank or in the treasurer’s hands 
should be reconciled in the same manner as a bank account. 

The accounts should be kept on an income and expense basis. 
Unless the city is so fortunate as to be able to pay all expenses 
incurred, a condition which circumstances may alter at any time, 
receipts and disbursements accounts cannot give the information 
needed to manage the city’s affairs efficiently. Therefore, the 
claims register should be held open until all the month’s expenses 
are recorded, claims of the following month being entered on an- 
other page. , 

But these records will not accumulate the data for reports 
which some state comptrollers require to be made on a receipts 
and disbursements basis. If such a report is required, a second 
record should be provided similar to the claims register, in which 
the segregation of expense accounts will be made from the dis- 
bursements. It should be understood that this record is for a 
special purpose and is not to be confused with the regular books of 
account. 

It is suggested that accountants who have municipal clients 
urge the state officers to permit reports to be prepared on an 
accrual basis. 

The ordinary two-column journal usually will be found ade- 
quate for most municipalities. 

The records to be kept by the treasurer will depend upon the 
methods employed in handling the city’s funds. The clerk’s 
records should be so kept that the balance in each fund may be 
known at any time; and no warrant should be drawn if there is 
not a sufficient balance to pay it. No special record then need 
be kept by the treasurer if the money is deposited in banks, But 
if warrants be drawn regardless of the condition of the funds, 
the treasurer must keep complete records of all deposits and with- 
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drawals, that he may know when a fund is depleted and refuse 
payment on warrants drawn thereon. 


INCOME 

The income of a municipality is derived principally from taxes. 
The records and procedure for levying and collecting them are 
prescribed by law. As seventy-five per cent or more of each 
levy is collected in the few days immediately preceding the delin- 
quent date, numerous errors result from the volume of work 
handled in a brief period—and usually with inadequate records. 

Within the limits allowed by the statutes, the tax roll should 
be prepared so that each taxpayer and each piece of property 
can be located readily and the amount of taxes determined at a 
glance and not be confused with other items. Space should be 
provided for the date, number of receipt issued and amount of 
tax paid. The roll thus may be used as a subsidiary ledger, with 
a control account in the general ledger. If the roll is large, it 
should be subdivided into two or more sections, alphabetically or 
geographically, with corresponding control accounts in the general 
ledger and columns in the cashbook. 

The tax roll should be reconciled with the control accounts 
as carefully as any subsidiary ledger. The word “reconciled” is 
used instead of “balanced,” as errors will occur in the collection 
of taxes. Overages should be refunded and shortages collected. 
The latter is not impracticable, even for small amounts, as an 
unpaid portion of the tax is as much a lien on the property as the 
whole assessment. 

The method of handling receipts from licenses and permits 
has been described in relation to the cashbook. 

If the city owns its waterworks or other public utility for 
which a charge based on the service rendered is made, an accounts 
receivable ledger should be provided with a control account in 
the general ledger. Postings should be made from the meter or 
other service record. The bills should be made from the same 
record independently of the ledger postings. Adding machine 
lists of the bills and of the postings should be compared to detect 
and correct errors. A special column should be provided in the 
cashbook for each service ledger. 
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EXPENSES 

As suggested in the description of the general ledger, the 
accounts should show the expense of each department. The ex- 
tent to which they are subdivided will be determined by the 
volume of business, by the importance of the work of each 
department and by the wishes of the governing body and of the 
department heads. The general subdivisions of salaries, wages, 
office supplies and expenses, department operating supplies and 
expenses, repairs and special expenses are suggested. Any one 
may be further divided as desired. 

General administration expenses may be treated as a sepa- 
rate department. Among its special expenses will be interest on 
the bonded debt. 

Capital expenditures should be carefully segregated from 
operating expenses. Perpetual inventories should be maintained, 
as the property and equipment are distributed among many per- 
sons, who are required by statute to account for them but seldom 
do so systematically and satisfactorily. 


Bonpep DEBT 


In the case of bonded debt the initial entry will be a cashbook 
credit of the par value of the bonds to bonded debt account and 
another credit to premium on bonds sold. If they are sold at a 
discount a journal entry charging discount and crediting bonds 
is needed to complete the record. When a bond is redeemed, 
its par value should be charged to the bonded debt account, pre- 
mium or discount if any being charged or credited to the revenue 
account. 

A liability for interest on bonded debt should be set up by 
journal entry on the date when the interest is payable, and coupons 
as paid should be charged to this account. 

If the city’s money is deposited, arrangements should be made 
with the banks not to charge maturing bonds and coupons against 
the balance on hand, but to present them to the clerk, that a claim 
and warrant may be recorded. Unless this is done, not only will 
the clerk be unable to show in his records the exact balance, but 
the record of payment of bonds and coupons will be deficient and 
probably impossible of later verification. 
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REPORTS 


If the accounts in the general ledger are properly classified 
and arranged, a trial balance can be taken in the form of a monthly 
report. Often the only additional data required will be the total 
receipts and disbursements in each fund, the tax collections and 
the increase in each revenue account to show the income and ex- 
penses of the month. 

AUDIT 

Under existing conditions in municipal government, it is rea- 
sonable for the accountant to assume that there is no adequate 
check on the transactions, and that he can be more than ordinarily 
suspicious of the records he is about to examine. Or to state it 
more conservatively, he cannot accept a transaction as regular 
because it would be such in private business. The officers feel 
so handicapped by their restrictions that they constantly seek 
methods to evade them. Many municipal audits are authorized 
solely for the purpose of having an auditor’s report to which an 
appeal may be made in case an officer’s record is attacked. The 
necessity for an accountant to be absolutely sure of his position 
in a municipal audit cannot be emphasized too strongly. 

The computation of taxes and the footings of the tax roll can 
be proven by multiplying the total assessed valuation by the tax 
rate, the product equaling the total taxes. Compensating errors 
may be detected by making a like computation at every fifth or 
tenth page, or each page may be proven if an absolute verification 
is desired. Fractions will cause small differences in the footing 
of each page, but may be disregarded unless they exceed an 
amount previously determined as an allowable difference. 

The accountant, of course, will refer to the ordinance or reso- 
lution levying the tax to see that the proper rate has been applied 
and will note also that it is within the statutory or charter limit. 

The cash collected, less penalties, plus the delinquent taxes 
must equal the original roll. The delinquent roll must include 
also penalties and costs. The accountant will be fortunate who 
has not to check all transactions, for the methods employed produce 
errors and many adjustments may be required. If a complete 
check is not to be made, a thorough test should be given, having in 
mind the possibility that a forced balance or reconciliation has 
been made by the collector. 
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The allocation of the cash to the several funds, as set forth 
in the ordinance, must be verified. 

Redemption of delinquent taxes presents its own problem, 
varying with the community. The amount of the tax originally 
assessed and the penalties and the costs, as stated in the certificate 
of redemption, must be compared with the corresponding items 
in the delinquent roll. 

Interest and penalties often are cumulative. The rates must 
be those prescribed by statute or ordinance. Computations should 
be tested thoroughly and all should be verified if many errors 
are found. A careful investigation must be made of the method 
of recording redemption in the delinquent rolls. If the ledger 
does not contain a control account for each tax year, it may be 
necessary to go through all the rolls to determine if all redemptions 
have been included. 

Delinquent taxes being a part of the income provided for 
previous years, the receipts from their redemption must be applied 
to the liquidation of unpaid expenses of those years, if any exist, 
before they can be applied to current expenses. 

For franchise taxes based on the gross income of a public 
utility there probably will be found the corporation’s statement. 
If this can be compared with published reports, or access can 
be obtained to the financial statement usually available to bankers 
and brokers, such comparison should be made. 

When examining the income from licenses and permits, it 
is not enough merely to account for the fee. Officers often con- 
tent themselves with issuing these documents as application is 
made for them, instead of compelling all licensees to renew their 
privileges at the stated periods. Annual licenses issued during 
the year may be compared with those of the previous year. 
Quarterly and monthly licenses may be tabulated. Omissions 
should be investigated carefully. The fee for each class of license 
and permit should be compared with the ordinance. 

If it is specified that receipts from a particular source of in- 
come or any part thereof shall be available for certain expendi- 
tures, it must be seen that such receipts have been deposited in 
the proper funds. 

Miscellaneous income must be treated similarly, the exact 
method depending upon its nature and source. 
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A source of income frequently overlooked is interest on de- 
posits, both ordinary and special. In some states banks are re- 
quired to pay interest on daily balances under a penalty against 
both banker and treasurer. 

Transfers of funds may be made by warrant or by journal 
entry. In either event the only matter of interest to the account- 
ant is that each transfer shall have been duly authorized. 

In the examination of claims, the questions to be answered 
are these: Have they been approved by the proper authorities? 
Are they proper expenditures from the funds from which they 
were paid (this is even more important than the question whether 
or not the warrant was drawn on the fund specified on the claim) ? 
Was the expense incurred within the year in which this fund 
received its income? 

Another point worthy of attention is the amount of the claim. 
Some charters fix a limit beyond which a purchase can be made 
or an expense incurred only by action of the council after due 
advertisement. Many ingenious methods are employed to nullify 
this regulation. In a city allowing a maximum of five hundred 
dollars, the purchasing department placed a standing order for 
daily delivery of cement over a period of weeks and arranged 
with the seller to render bills in amounts of five hundred dollars 
each. These bills were duly passed by the construction and pur- 
chasing departments, approved by the council and a warrant for 
five hundred dollars was drawn for each. 

In addition to examining the warrants in the verification of 
the treasurer’s balance, each must be compared with the claim 
which it pays to see that the amount is correct and that it is 
drawn on the proper fund. 

The utmost care must be taken to detect double payment of 
bonds and coupons. If the officers and deputies are not careful 
in handling these, they may fall into unauthorized hands and be 
presented for payment a second time. If each bond and coupon 
can be identified from the record of its payment, all should be 
checked in detail and payment of an item maturing in a previous 
year should be investigated until the accountant is assured that 
the transaction is regular. If there is no identifying record, the 
total interest and principal payments on each series of bonds and 
the unpaid matured items must be determined and then be com- 
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pared with the liability accruing for the year. Should a dis- 
crepancy exist, like details for one or more preceding years must 
be determined, until a reasonable reconciliation is obtained. But 
in his report the accountant must be careful to show the inade- 
quacy of records which do not identify every payment of money. 

Special assessments for lighting, sewers, paving, etc., must 
be treated as the ordinances and circumstances may determine. 
In some cases these funds are handled by the treasurer or other 
officer in a trust capacity, and the cities have no direct control 
over them. Should their examination not be included in the 
accountant’s engagement, he nevertheless should satisfy himself 
when verifying the regular municipal funds that the trust funds 
were not employed to cover shortages. 

In conclusion it may be stated that a reasonable assurance of 
the accuracy and completeness of municipal accounts amounts 
almost to what would be an absolue verification of a private 
business. 
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Unsold Goods and the Income Account 
By WILLIAM B. Gower 


Since December, 1917, we have been required by the treasury 
regulations in ascertaining the net income of a given year to 
value all inventories of supplies, materials, finished or partly 
finished goods, unsold merchandise, etc., on one or other of two 
alternative bases, namely, (a) at cost or (b) at cost or market 
price, whichever is the lower. The far-reaching character of 
this requirement and the many questions involved in accepting it 
as sound accounting doctrine merit more attention than they have 
received so far. 

It is intended to restrict the discussion to accounts which are 
kept on the basis of accruals of cost and income, and to disre- 
gard those which are kept on the basis of actual cash receipts 
and expenditures. Most businesses which handle commodities 
keep their accounts on an accrued basis, and the accounting 
scheme centres around the ascertainment of accrued net revenue 
in terms of distinct periods. One of the important phases of 
this question of net revenue is the inventory of commodities. It 
is recognized that the necessity for taking stock of such com- 
modities at the close of each accounting period extends beyond 
the mere ascertainment of quantity, for unless a value is placed 
upon the commodities the net revenue figure for the period can- 
not be determined. 

It is equally well recognized that a logical and consistent 
basis for this valuation of inventories of goods must be adopted. 
This is necessary even during accounting periods when inventory 
quantities exhibit only slight variations and when prices and 
values are static. The necessity is accentuated, however, during 
those accounting periods in which extensive accumulations or 
diminutions occur in stocks on hand and during those periods 
in which price changes and fluctuations take place, or during 
which there is an abnormal spread between cost prices and selling 
prices. In recent years, those conditions have prevailed in many 
industries. 

For its bearing upon the problem of inventory valuation we 
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may classify commodities, broadly, into four or five main sub- 
divisions, namely : 


(a) Commodities purchased for resale in their original 
forms by merchants, traders and dealers. 

(b) Goods acquired for consumption in manufacturing and 
productive processes, for maintenance and repairs 
of plant and facilities (not purchased for resale in 
their original forms). 

(c) Goods manufactured or in process of manufacture for 
the general market. 

(d) Goods manufactured or in process of manufacture on 
specific contracts. 

(e) The natural products of the soil or natural resources 
extracted from mines, oil wells, timber lands, etc., 
produced in marketable form by owners engaged in 
operating on their own premises. 


In years gone by, before the incidence of heavy taxation upon 
net reveue, it cannot be said that universal custom prescribed 
any uniform basis of valuation for the commodity classes named, 
above, either separately or in their entirety. Custom varied ac- 
cording to the inclination of the owners or executives of each 
business enterprise, but it may be said that they usually selected 
one or other of the following bases of valuation: (1) original 
cost; (2) original cost, reduced by any shrinkage in value indi- 
cated by current market prices; (3) Kquidating value, or selling 
prices; (4) estimated cost of replacement; and (5) value to the 
going concern. 

This freedom in the selection of a valuation basis for inven- 
tories of commodities which existed in practice prior to the 
year 1917 was not encouraged or endorsed or taught by the 
accounting text writers. On the contrary, except for an occa- 
sional advocate for values more or less current, the text writers 
exhibited decided partiality for the second of the valuation rules 
named above—a rule which has been concisely described as ‘“‘cost 
or market price, whichever is the lower.” Nor do the text writers 
recognize any different valuation rule applicable to any of the 
classes of goods which we have noted. All are confounded in the 
same valuation rule, with an occasional reservation, however, as 
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to goods manufactured or in process of manufacture on specific 
contracts. 

The position was stated officially in London on June 14, 1917, 
in an opinion expressed by members of certain eminent firms of 
accountants constituting a committee of consulting accountants, 
in a report to the board of inland revenue, which contained the 
following paragraph, afterward adopted verbatim by that board: 


“All stocks of every sort or kind should be valued at the 
end of each accounting period on the basis of cost price or mar- 
ket value, whichever is the lower. The principle rests upon the 
theory (which is perfectly sound) that profits can only be real- 
ized by the sale of commodities and that_no profits can arise by 
mere increase in value unaccompanied by a sale.” 


The thought underlying the somewhat loose phraseology of 
the committee’s opinion is sufficiently evident, but is not likely 
to be accepted among accountants generally for several reasons. 

First: it considers as a principle, and as a perfectly sound 
theory, the inconsistent idea that the acquirement and retention 
of property may imply a contemporaneous loss, but cannot imply 
a contemporaneous profit. 

Second: it defends on grounds of principle and theory a 
valuation rule which rests on an illogical foundation, which origi- 
nated as a practical measure to combat the formerly prevailing 
tendency to over-estimate profits and was adopted as an account- 
ing expedient solely from motives of prudence and caution. 

Third: it assumes that the invariable effect of this valuation 
rule is to prevent registration of any profit in the annual income 
account in regard to unsold goods. There is no such invariable 
effect, however, when goods are carried over during more than 
two consecutive years. 

Fourth: it declares that a uniform valuation rule is applicable, 
necessarily, alike to the business of merchandising, to the business 
of manufacturing and to the business of producing commodities 
from the soil or from natural resources ; applicable alike to com- 
modities of all classes, whether acquired by purchase, by manu- 
facture or by natural production; applicable alike whether or not 
the original cost of commodities has any present meaning or 
significance or represents more or less current values. Appa- 
rently, nothing is exempt from the rule, not even the many indus- 


173 








The Journal of Accountancy 


tries in which it is impossible to ascertain the original cost of 
commodities produced and the rule cannot be applied. 

The general effect upon the income account which arises 
from applying to unsold goods the valuation rule of cost or 
market price, whichever is the lower, is essentially discriminatory ; 
for it allows the registration of unrealized losses, while refusing 
to allow the registration of profits similarly unrealized, the basis 
of the figures in each case being market values. Obviously, if 
this market price is admitted to be an element in the situation 
and may be adopted to register an unrealized loss, then consis- 
tency demands that it should be adopted to register an unrealized 
profit. If uncertainty as to the price which will be realized 
ultimately for unsold goods is a valid reason against adopting 
the higher market value, the same uncertainty is an equally valid 
reason against adopting the lower market value. Uncertainty 
as to the ultimate price to be realized for unsold goods furnishes 
no more and no less justification, in logic and in practice, for 
registering an estimated loss in the income of a given period than 
it does for registering an estimated profit. 

Formerly, the apologists of this valuation rule, while admit- 
ting its fundamental inconsistency and lack of sound basis, de- 
fended it solely on grounds of expediency, declaring it a pre- 
cautionary measure against the danger of over-estimating profits. 
The valuation rule arose in times when the practice was quite 
prevalent of over-estimating the value of the assets, thereby over- 
estimating the profits; in times when the fear of profit inflation 
exercised a powerful influence upon the teachings and practice 
of accountants; in times when courts of law, desiring to protect 
investors, were inclined to limit the concept of commercial profits 
to profits which had been actually realized or to profits which 
were available for dividends. It was not foreseen that the time 
would come when the opposite tendency would involve greater 
and more serious abuses, through under-statement of assets and 
profits. In these days of high rates of taxation upon annual net 
income, there is not the same need for accounting expedients de- 
signed solely to prevent over-statement of profits. 

The London committee, as we have seen, claims to have dis- 
covered a “principle” and a “perfectly sound theory” by which to 
explain the discrimination which pervades this valuation rule. 
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Unfortunately, the committee’s theory is itself of dubious validity ; 
and, further, whether valid or not, it furnishes no ground what- 
ever for the discrimination. 

For if, as the committee says, “profits can only be realized by 
the sale of commodities,” then the converse of the proposition is 
equally true: “losses can only be sustained by the sale of com- 
modities.” Again, if “no profits can arise by mere increase in 
value unaccompanied by a sale,” then it is equally correct to add: 
“no losses can arise by mere decrease in value unaccompanied by 
a sale.” (Of course, we assume that no physical deterioration 
has occurred.) To expand the committee’s theory by these logi- 
cal additions is to destroy it as an explanation of the valuation 
rule. Incidentally, it is surprising to find the committee clinging 
to the old idea that a profit must be “realized” before it may be 
taken in the income account. 

Further, the working of this valuation rule does not prevent, 
necessarily, the registration of profits in the income account of 
a given period in regard to unsold goods nor prevent the registra- 
tion of “mere increase in value unaccompanied by a sale” in the 
income account, which the committee finds so obnoxious. For 
both these events would take place, in the case of goods which had 
been on hand for some time, when a rise in quoted prices occurred 
after a previous fall in quoted prices had been registered in the 
income account of a former period as a loss. 

Having disposed of the theory of the London committee as a 
defense of the illogical discrimination which results from adopting 
the valuation rule of cost or market price, whichever is the lower, 
it is time to examine the merits of the theory itself. The first 
dictum is that, in the case of commodities, “profits can only be 
realized by sale.” As we are not dealing with realized profits 
but accruals of income, we may give this phrase the benefit of 
amendment to read “in the case of commodities no profit may be 
taken into the income account until they are sold or otherwise 
disposed of.” Even in this amended form, the doctrine is denied 
by high accounting authority, notably by Professors Paton and 
Stevenson in their exhaustive review of the subject contained in 
Principles of Accounting, edition of 1919, chapters X and XX. 
Further, in the case of commodities produced from the soil by 
cultivators and natural resources extracted from mines, oil wells, 
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timber lands, etc., by operators, the dictum of the committee is 
against the weight of custom and common opinion. Nor, in the 
case of manufactured goods which have reached their marketable 
form, is the dictum free from serious objection. 

In regard to the second observation of the London committee 
—that no profits may be implied from increase in value of un- 
sold commodities—we must assume that it refers to commodities 
which have not changed their original form, for the increase must 
refer to definite unchanged articles. Within this limitation, and 
so far as it involves any appreciation in value of commodities 
acquired and retained in their original form over the value which 
existed at the date of acquirement, there is no doubt that the weight 
of legal opinion sustains the view that accrued appreciation of 
property in its unchanged form should not be taken into the 
income account prior to its realization. 

It seems to us, however, that both the advocates and the 
opponents of the idea that no profits or losses may be implied 
in respect of undeteriorated goods which have not been marketed 
(in other words, the advocates and the opponents of the valua- 
tion rule of original cost) are alike mistaken in seeking uniform 
rules for unsold goods of every sort and kind, regardless of the 
conditions under which the goods are acquired. It does not follow, 
necessarily, that the same basis of income reckoning and, conse- 
quently, the same valuation rule are applicable to (a) goods pur- 
chased for resale in their original form, or for use in manufac- 
turing and productive processes and facilities, and (b) natural 
products or natural resources put into marketable form by culti- 
vators and operators. 

The valuation rule of original cost when applied to the unsold 
goods of traders, dealers and merchants whose business it is to 
purchase commodities for resale in their original form is a suffi- 
ciently workable and satisfactory rule. The objection which has 
been made to the valuation rule of original cost, namely, that this 
cost has no present significance and may not measure the true 
economic resource at the present disposal of the owner, loses 
much of its force in this case, for, as these unsold goods are 
usually deemed to be those most recently purchased, their cost 
usually represents more or less current values. By adhering to 
this valuation rule of original cost for the unsold goods of 
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traders, etc., one avoids a practice condemned by the weight of 
legal opinion, namely, that of taking into income an accrued 
appreciation in the value of property prior to its realization. An- 
other advantage of adopting this valuation rule for this class 
of goods is that original cost is readily determinable in most 
cases; further, that it establishes a fair measure of equality and 
price uniformity throughout a given industry. Finally, as the 
spread between original cost and cost of replacement is not usu- 
ally large in these cases, the argument for the latter basis of 
valuation becomes theoretical rather than practical. 

The effect upon the income account which is reached by 
applying to unsold goods the valuation rule of original cost is 
to measure the profits or losses of a given period by the amount 
of sales within the period and to allot profits only to periods in 
which sales are consummated. In the case of traders, dealers and 
merchants whose business it is to purchase commodities for 
resale in their original form, this emphasis upon sales as the 
controlling factor in the accounting scheme is natural enough, 
for selling is the predominant feature of the merchant’s business ; 
he thinks and operates in terms of sales ; his business ceases when 
there are no sales; and it would be unnatural for him to keep his 
accounts and measure his costs and profits and losses in any 
other terms than those of sales. 

A complete antithesis to this situation is presented in the case 
of producers of natural products of the soil or producers of 
natural resources extracted from mines, oil wells, timber lands, 
etc., operating on their own premises. With these producers, the 
marketing of the product is usually a secondary and incidental 
matter, and the primary consideration is volume of production. 
The predominant feature and main effort of their business is 
production; they think, act and operate in terms of units and 
measures produced; when production ceases their business is in 
liquidation ; and they measure their costs, their profits and their 
losses in terms of production. 

As a rule, the producer markets his product more or less 
currently, at publicly quoted prices; and a normal profit or loss 
may be reckoned with a reasonable degree of approximation on 
the year’s production, even though some of it may not be marketed 
until the following year. If the producer does not choose to 
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market his product currently and allows it to accumulate, it is 
in the nature of a speculation, usually—and the result of this 
speculation is a separate matter, not to be confused with the 
normal profit or loss on the year’s production with which the pro- 
ducing business was entitled to reckon. 

It would involve curious economic ideas to suppose (for illus- 
tration) that during periods of wide margin between cost of 
production and selling prices, highly lucrative production of 
metals from a mining property might continue indefinitely with- 
out resulting in any earnings to the enterprise, so long as no 
metals were sold and they were allowed to accumulate. 

It would appear, then, that in the case of these producers of 

natural resources, etc., profit or loss attaches during the period 
of production to all the product which has been put into market- 
able form, whether actually marketed or not. The product which 
has not been marketed, that is to say, the product corresponding to 
the unsold stocks of merchants, should be taken into the account 
of the period at its “fair value to the going concern.” Only by 
doing so is it possible to give to the period in which the main 
effort and service were rendered a fair and commensurate return. 

By “fair value to the going concern” we mean (a), in the 
case of products under contract of sale for delivery in the future, 
the selling price after making due allowance for unpaid charges 
and (b), in the case of the remaining product unsold, a reason- 
able estimate of its fair value, based upon good judgment of 
market conditions and with due allowance to cover the unpaid 

i charges and the risks intervening before it will be marketed. 
q Not only does the nature of these operations require that such 
il unsold commodities should be taken into the income account 
of the production period at their fair value to the going concern, 
and not at their original cost, but practical considerations exclude 
the latter basis. The first of these is the difficulty, frequently 
the impossibility, of ascertaining the original cost. Again, this 
cost frequently has no present significance and varies widely 
from more or less current values. Finally, the use of original 
. cost, even when it can be determined, would present an extra- 
H ordinary extent of price variation for the same commodities in 
the same industry. 
Unsold manufactured goods which have been put in market- 
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able form present many analogies, frequently, to unsold commodi- 
ties which have been produced from natural resources by culti- 
vators and operators. The main effort and service which were 
required to bring these manufactured goods into their commer- 
cial form were expended usually during the period of production. 
The effort and service of the period during which goods are 
fabricated are entitled to commensurate reward within the period 
itselfi—this commensurate reward applied to the entire completed 
output, including the portion unsold. For this reason, the un- 
sold fabricated goods which have reached complete marketable 
form should be valued in the income account without regard to 
original cost. . 

It is to be noted that in applying the valuation rule of “fair 
value to the going concern” to natural commodities which have 
been put into marketable form by cultivators and operators, but 
have not been marketed, and in applying the same rule to manu- 
factured goods which have been fabricated in complete commer- 
cial form, we are not brought in conflict with the prohibition 
against taking into the income account a mere increase in value 
of property, for, as we have seen, this prohibition applies, 
necessarily, only to goods which have not changed their original 
form, 

In conclusion: the business of merchandising and trading 
has its own accounting scheme, which is governed naturally by 
the emphasis upon selling. The business of the producer of 
nature’s commodities has a different accounting scheme, which 
is governed naturally by the emphasis upon production. The 
business of the manufacturer occupies an intermediate position, 
dependent upon the particular cireumstances of the case and 
whether the emphasis is upon selling or upon production. The 
rules for ascertaining the net revenue of a given period, so far 
as they relate to the value to be placed upon unsold goods, are 
not necessarily, or even natmrally, alike for each of these three 
classes. The valuation rule to be adopted for a given class of 
goods should depend upon the character of the business, the 
nature of the controlling accounting scheme and the manner in 
which the unsold goods were acquired—whether by purchase in 
their original form, by extraction from the earth or by manu- 
facture. 
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Accounting for a Cast Iron Pipe Foundry* 


By A. Kart FISCHER 


THE SITUATION To-DAY 

Before going into a discussion of the pipe industry in normal 
times, I shall discuss some of the problems brought about by 
the war which the accountant is sure to have to face. There are 
few industries that war conditions have not changed. Not only 
have prices been entirely upset, but in many instances the in- 
dustries themselves have been revolutionized. The iron and steel 
industries in this country had flourished prior to the war, and 
the heavy burdens placed on manufacturers meant merely elabo- 
ration and extension. 

In the cases of the individual concerns, however, many can 
scarcely be recognized as the manufacturers of a product once 
uniform in character and quality. Almost any concern working 
in metal was able by employing initiative to obtain profitable 
orders, the need for which was created directly or indirectly by 
the war. In many cases the manufacture of the new product was 
quite different from any previously undertaken. This expansion 
was often necessary for existence, for the demand for some 
products diminished during the war. 

Almost all pipe manufacturers make as auxiliary products 
some other machinery which may be used by gas and water 
companies. These include such items as fire hydrants, valves, 
gas-producers, gas-holders, pumps, etc. Because construction 
of pipe lines by gas and water companies was generally post- 
poned after the beginning of the war on account of the prohibi- 
tive prices, it was quite necessary to seek contracts of a new and 
different character as well as to take war contracts. The con- 
struction of machines to be used in ammunition plants was one 
thing undertaken. This necessitated the installation of much 
new machinery—some being well adapted to the manufacture 
of gas-holders, gas-producers and other machinery where the 
casting process is not involved. The installation of such ma- 





* A thesis presented at the November, 1919, examinations of the American Institute 
of Accountants. 


180 











Accounting for a Cast Iron Pipe Foundry 


chinery increased the capacity of the plant for the making of 
auxiliaries. 

While conservatism might prompt charging as much as pos- 
sible of such additions to operations, correct principles require 
that all machinery which will have a usefulness in the normal 
industry shall remain in the plant account. The company will 
be able to sell many machines which are made of wrought iron 
or of steel and may have established itself very firmly in this 
business which before the war was a minor consideration. 

The methods of handling and machining pipe and heavy ma- 
chines undergo a gradual but constant change, and the oppor- 
tunity may have been taken to replace some antiquated equip- 
ment with that of a greater capacity. Here if depreciation 
charges have been insufficient, in view of the large profits which 
were earned the splendid opportunity of writing off the values 
of old machines replaced or abandoned should be pointed out. 
It may be unnecessary to state that the federal income tax will 
be an excellent aid in such an effort. 

The making of pipe often having been entirely discontinued 
the foundries were allowed to stand idle. The manufacture of 
pipe is still not very active. Consideration must be given to 
the effect which this will have on depreciation and on possible 
obsolescence. 

One company had to put up new buildings for the sole pur- 
pose of storing patterns and flasks—one building particularly 
well protected against fire for the storing of wooden patterns and 
flasks. I might add that this was done after a rather disastrous 
fire. While foundry work was going on, this equipment had 
been kept in convenient places in the foundries and yards. The 
cost of such new buildings should be liberally charged off, for 
they may have little usefulness when casting is actively resumed. 
Here the charging off of the entire amount is excusable. 

In the case of another company the production of gas and 
water machinery, other than castings, has been so increased that 
the possibility of the complete discontinuance of the production 
of pipe and castings should be considered. 

In another case the erection of parts of gas and water plants 
has been undertaken by the manufacturer. Here the accountant 
should insist on proper accounting in regard to the contracts. 
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He will probably find the management somewhat at a loss to 
know how to handle the accounts with these contracts and he 
will have to explain the best practice. While a conservative esti- 
mate of the profit actually earned may be taken if desired, the 
dangers of anticipation of profits should be carefully avoided. 
In one case I have in mind, the management has adopted the 
commendable policy of taking no profit until a contract is 
complete. 
The details of the pipe and foundry industry in normal 

times will be taken up under the following headings. 

Balance-sheet, 

Revenue and expense accounts, 

Production and cost finding. 


BALANCE-SHEET 


Property: The storing of pipe requires extensive yards and 
one of the chief requisites of the location for a pipe foundry 
is that land shall be cheap. The result is that foundries have 
usually been built in localities not previously settled. The mill 
usually owns much of the surrounding land, on which employees’ 
houses are built and where farms will occasionally be in opera- 
tion. The cost of the land should appear in separate property 
accounts according to its use. 

There are no abnormal conditions affecting the depreciation 
of buildings, but some consideration must be given to obsolescence. 
Many old-style foundries are still in operation, but they do not 
permit the production that can be obtained from the modern 
pipe foundry. The old-style foundry had several pits, while 
the modern pipe foundry has only one pit and a much greater 
capacity. The old-style foundry employs hand-operated chain 
hoists for removing patterns from the molds and cores from 
the castings. The new foundry does all this work with cranes. 
Usually, one size of pipe is made in the new foundry at each 
heat, and the manufacture of the entire capacity of the foundry 
can be completed in 24 hours. These improvements merely 
illustrate the advantage of new buildings over the old. 

The machinery and equipment, such as cranes, ladles, loco- 
motives, cars, etc., have a comparatively long life, but improved 
machinery is constantly being installed. Much of the work on 
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pipe can be done almost entirely by machinery, but in some 
plants labor is still employed where machines could do the work 
more cheaply. 

Cupolas must be frequently relined. The experience of a 
company will determine the life of the lining and the cost 
should be written off on a tonnage basis. 

The life of machines in the machine shop, such as lathes, 
boring mills, planers and multiple drills, will probably be shorter 
than in the foundry, where methods change less frequently. 

All pipe manufacturers must make some castings on special 
designs and on special orders. The cost finding will be discussed 
under a subsequent heading. The patterns and flasks must, how- 
ever, be handled differently for pipe which is a standard pattern 
and for any special casting. Even the head patterns for flanges 
and bells, which are part of the pipe, are often molded on special 
patterns. 

The steel patterns used in molding pipe have practically the 
same status as machinery. Their cost can, however, be charged 
directly to the sizes of pipe on which used. The cost of all pat- 
terns for special castings—which besides head patterns will in- 
clude T’s, elbows and other special work necessary in the lay- 
ing of pipe lines—should be charged against the individual orders. 
Some T’s and elbows are carried in stock, and the cost of patterns 
for these may be distributed over their life. Wooden patterns 
should be depreciated more heavily, but follow the same general 
principles as the steel patterns. The wooden patterns, however, 
will be found to have been constructed mostly for special work. 
The cost of patterns used in making “barrels” (the trade name 
for the flasks used in making pipe) should be charged to the 
first flasks constructed. Having acquired a stock of standard 
patterns there will be frequent replacements, and these should 
be charged against reserves. 

The cost of flasks will be distributed over the product in the 
same manner as that of patterns. The cost accounting will be 
a little more difficult, as one flask may be used on two or three 
different sizes of pipe. Iron flasks in property accounts will 
be treated the same way as patterns. Wooden flasks have often 
comparatively small value and may usually be charged to produc- 
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tion the first month, even though their life will be considerably 
longer. 

Companies frequently owns employees’ houses. Depreciation 
is seldom considered, and the argument about the appreciation of 
land value will usually be encountered. 

Inventories: Perpetual inventories of stores must be main- 
tained. Purchases will be charged to the several stores accounts 
and when requisitioned will be credited thereto and charged to the 
various departments. The principal accounts which will be main- 
tained are: pig iron, scrap iron, cupola coke, coke (for drying 
castings), cupola coal, power coal, sand, hay (for use in making 
hay rope), hay rope (for use in making cores), wood (for use in 
making patterns and flasks), limestone (used in the cupola), core 
compound, oil (for use in making cores), blacking, coating, paint 
and stores accounts for foundry, pattern shop, machine shop and 
power house. 

Reserve for depreciation: I have discussed depreciation for 
the various classes of properties under their respective heads. 
The reserve as thus determined will, of course, appear on the 
balance-sheet. It is preferable to show this as a deduction from 
the combined property account, especially if computed on the 
basis of actual life of the various classes of property. 

Accounts receivable: There should be very few losses on 
bad accounts, as most sales are made to municipalities after ordi- 
nances have been passed authorizing construction. There may, 
however, be some claims for damaged pipe. Some losses may 
be recovered from railroads, but any damage claims, if carried 
at all, should be valued very conservatively. The claims for 
defective pipe will not be large, for most pipe is proved at the 
foundry by a representative of the municipality or other con- 
sumer, and either accepted or rejected there. 

Miscellaneous: It is usual to enclose a cheque with bids 
for contracts. These are invariably returned when a bid is 
accepted or rejected. There is therefore very little question about 
their value as assets. 

The other balance-sheet accounts present no features not en- 
countered in other industries. 
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REVENUE AND EXPENSE ACCOUNTS 


Refore discussing revenue and expense accounts themselves 
something should be said about marketing. A market for gas 
and water pipe can only be created by the growth of com- 
munities and their gradual education up to their needs. The 
important part for the manufacturer is to learn where 
municipalities or occasionally corporations are contemplating 
new construction or extension. Bids are submitted for the 
work, but high-class pipe men will be needed to close con- 
tracts. A large pipe manufacturer must sell pipe in all parts 
of the United States and will be compelled to have variable 
prices to compete with mills close to the consumer. Contracts are 
usually made f. o. b. destination, and prices are made to include 
the freight. The keeping of trustworthy costs is essential, for 
bids on large contracts must occasionally be made at short notice, 
and an unfavorable contract might prove disastrous. 

Sales: Sales will include a large amount of freight, and the 
freight and expressage accounts should be separated into the 
same classifications in which it is desired to keep the sales ac- 
counts. A suitable classification has been found to be bell and 
spigot pipe, flange pipe, bell and spigot fittings, flange fittings 
and miscellaneous castings. Returns and allowances will be 
separated in the same way; but these should be very small as 
explained above, for defective pipe will be rejected at the foundry. 
For the general books, cost of sales will be divided in the same 
way. 

Miscellaneous: There is nothing to indicate that selling ex. 
penses and administrative and general expenses apply against 
any particular class of product. There is, therefore, no purpose 
in trying to distribute them over types or sizes. The same ex- 
penses as are found in other businesses will appear here and it is 
unnecessary to list them. 

Rent and maintenance of company houses should have ap- 
propriate accounts. Here, as usual, the system of accounting for 
rents must be investigated. A plan of properties owned should 
be on hand, but, strange to say, a complete plan is seldom to 
be found. 

If it is desired to show the cost of sales under general ledger 
captions, the following accounts will usually be maintained: 
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labor, pig iron, coal, coke, sand, straw, facing, oil, miscellaneous 
supplies and expenses, taxes, insurance (fire), employers’ liabil- 
ity insurance and superintendence. 


PRODUCTION 


Peculiarities of production: While sales of pipe and other 
castings are not constant, even in normal times, their production 
may be made more or less so. Here the foresight of the man- 
agement is a necessary asset. Great quantities of pipe may be 
made and stored in the yards. Advantage should be taken of the 
fluctuations in the cost of pig iron. There is as much danger of 
overstocking of pig iron as there is of pipe. 

When sales of pipe fell off during the war many mills found 
themselves with a large stock of pipe on hand which had no 
ready sale. The manufacture was cut down and the stock even- 
tually sold, but at a price, warranted by the high price of pig iron, 
which yielded a handsome profit. , 

Processes: Before going into the methods of cost finding 
the various processes and departments should be understood. A 
brief outline of manufacture is given. 

Pipe may be completely manufactured to the entire capacity 
of the pit every 24 hours. The cupola is charged during the 
afternoon, draught turned on at about four o’clock in the morn- 
ing and the molten iron poured at about ten o’clock in the morn- 
ing. A charge includes pig iron, coal, coke, lime-stone and pos- 
sibly some chemicals. 

After removing finished pipe the barrels are again set up for 
the next day’s heat. The sand is poured and rammed and the 
pattern is pulled through the sand, making the mold. The molds 
are dried by stoves, arranged in the pit, on which barrels are 
set. These stoves are fired by coke. The cores, the making of 
which is a separate operation, are inserted in the mold. The 
head pattern (the mold for the bell or flange) is then placed on 
top of the barrel and the complete mold is ready to be poured. 

After the pipe has sufficiently cooled it is placed on skids, 
and goes from one skid to another through the processes of 
cleaning, coating and the various tests necessary in the proving. 

Making of cores is a separate operation. One man usually 
works upon the same size cores continuously. The core-bar is 
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placed in a lathe and receives a coating of mud and hay rope, 
until it reaches the thickness of the inside circumference of the 
pipe. The hay rope burns when the casting is made and loosens 
the sand and enables the core to be easily pulled out of the pipe. 
These cores must be baked in an oven for the purpose. 

The mud to be used in cores is prepared by the mud mill. 
It includes mud, oil and core compound. 

The making of hay rope is another distinct process and the 
completed product is turned over to the core rooms on spools. 

Yardage expense includes storing and loading charges. 

Pipe is usually tested by an inspector from the consumer, but 
all pipe must be proved and tested by the manufacturer. 

The making of special castings will go through the same 
general processes, but the uniformity of method will not be 
possible. 

In the modern foundry the placing of the barrels, ramming 
of molds and inserting of the cores are done by one electric crane. 
In a more antiquated foundry chain hoists, cars, etc., may be found 
doing this work. 

Some pipe, especially flange pipe, will have to be machined 
(bored, drilled, planed etc.). There will be a machine shop for 
this purpose. 

Both wooden patterns and wooden flasks will be constructed 
in the pattern shop. The building of patterns requires high-class 
carpentry work as well as designing. Flasks are usually no more 
than boxes without bottoms. 

Power production is another process. 

The making of brass castings for fittings for special castings 
may be done by contract, and the keeping of costs or accounts will 
depend upon the conditions. 

Cost finding: For many years it was considered sufficient 
to distribute costs of various sizes by production weights. In 
some mills most of the costs are still so distributed. But it has 
been found possible and practicable to allocate all costs to sizes 
on a more scientific basis, and such methods as are hereafter 
outlined are actually in use to-day. 

Overhead will have to be charged to the departments. Super- 
intendence must be distributed on an arbitrary basis. Taxes and 
fire insurance can be distributed to various departments on the 


187 








1 


The Journal of Accountancy 


appraisal basis; employers’ liability insurance on a labor cost 
basis. Power and light may be metered to departments. If not 
metered they can be estimated fairly accurately. Very little 
power except on cranes will be used in the foundry. Power 
is used for most operations in the machine shop; for some in 
the pattern shop; for practically all in the pipe core rooms; and 
for all the making of hay rope. 

Depreciation has not been included with these overhead ex- 
penses, because it may be treated as a direct cost. The experience 
in each department will determine the best basis for allocation to 
various types and sizes. 

The making of hay rope is one simple operation, and the 
labor, hay and overhead costs for the entire month divided by 
the production weight represent the cost per pound of production. 
This is the cost at which the hay rope is charged to the pipe core 
rooms. 

The cost of mixing mud for cores is obtained in the same 
way as that of hay rope and charged to core room in the same 
way. 

In the core room the same men work on the same size cores 
all the time and they report the materials used when reporting 
their time. It will be found in any foundry that there is some 
one, usually the superintendent, who has a very good idea 
of the principles affecting the distribution of the overhead to 
various types and sizes. Baking and power as well as general 
overhead expenses do not necessarily vary with the sizes of 
pipe by weights or by measurements, and labor cost or labor 
hours may be used as well for the distribution of expenses. The 
power consumed in turning cores of different sizes, for instance, 
will be practically the same—as will the cost of baking. 

In the pipe foundry all labor can be charged direct to each 
size and type of pipe. Likewise all materials can be so charged, 
excepting iron. The vats where pipes are dipped for coating or 
blacking are filled from time to time and the cost is distributed 
to the sizes and types on a tonnage basis. 

All expenses of the cupola—labor, “the charges,” a provision 
for relining—are charged to cupola cost account. The hot metal 
cannot be weighed conveniently and the cost of iron as shown 
by the cupola cost account is charged to the various types and 
sizes on the basis of tons produced. 
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A fixed rate for each size and type of pipe should be estab- 
lished for depreciation of patterns. Another fixed rate should be 
established for depreciation of flasks for the several sizes and 
types. These two kinds of rates must be calculated somewhat 
differently because one pattern makes only one size of pipe, but 
one flask may make two or three sizes. At the end of any an- 
nual or other convenient period an adjustment of these rates 
may be necessary to bring the costs into agreement with the 
annual estimate. 

Experience will have to determine what basis for the distri- 
bution of several other overhead expenses should be employed. 
It should be noted that the coke used in drying molds can be 
charged direct to the various sizes and types. 

Storing and loading should be distributed to all castings on 
a tonnage basis. 

Only a part of the product, whether special castings or pipe, 
will need to be machined. There is seldom any machining 
necessary on bell and spigot pipe, but always on flange pipe. 
Here labor cannot be charged direct to the types and sizes, for 
one man can work on more than one machine at a time. 

There will be few materials in the machine shop. It is not 
easy to keep a record of machine hours, nor is it considered that 
this basis properly takes care of each of the overhead expenses. 
The most practicable plan has been found to be to distribute the 
entire cost of the department to each type and size in the pro- 
portion that the time of each in the shop multiplied by the 
weight bears to the whole production calculated on this basis. 

With modern manufacturing methods defective work is not 
a considerable item. The pipe is proved the same day it is 
manufactured and if defective is immediately broken up and 
scrapped. This scrapped pipe is kept in one place and eventually 
returned to the cupola. At the end of each month an inventory 
of this scrap pipe is taken and the cupola cost account is credited 
with the manufacture of that amount of scrap iron before costs 
are distributed to the sizes and types. It is charged with the 
value of scrap pipe on hand at the beginning of the month. This 
makes the entire production of each type or size of pipe bear 
the cost of defective work over and above the iron cost. 

In the case of some of the old-style foundries defective work 


189 











The Journal of Accountancy 


may be a considerable item and the cost of production should 
not be made to bear this expense. The entire cost of the pipe 
after deducting the scrap value should be charged to a defective 
work account, and may then be distributed as overhead to the 
entire product or, preferably, be considered a profit and loss 
item. 

Work in progress: In the hay rope building we have either 
hay or hay rope. In the mud mill the quantity of mud ready for 
use in making cores at any time is inconsiderable. In the core 
rooms the cores made the last day of the month constitute work 
in progress, for the cores are made up each day to fill the require- 
ments in foundry the next day. In the foundry the entire cost 
for the month up to about one or two o'clock in the afternoon of 
the last day will be represented by pipe. The cost of setting up 
the barrels, of ramming, etc., for the next day’s heat will represent 
work in progress. 


199 


























Accounting for Railroad Construction* 


By Georce M. Horrorp 


A railroad corporation, like other corporations, is organized 
under the laws of the state. Articles of incorporation are drafted 
and signed by the incorporators ; the stock is subscribed, and the 
necessary payments are made thereon, in accordance with the 
laws of the state; directors and officers are elected; by-laws are 
drafted and the articles of incorporation, with information as to 
the board of directors, general officers, subscribers, amount of 
capital authorized, amount paid and any other information re- | 
quired, are filed with the properly designated state and other 
public officers. The secretary of state then issues a charter au- 
thorizing the corporation to do business, with the right of eminent 
domain. 

The directors are chosen by the stockholders and in turn 
elect the general officers, whose duties and authority are pre- 
scribed by the by-laws. 

The elective officers are president, vice-president, secretary, 
treasurer and auditor. A chief engineer is appointed by the 
president; the engineering staff is selected; and the work of 
reconnaissance, locating and surveying routes is begun. As 
the company is under the necessity of acquiring land for right-of- 
way, one who is familiar with land values is appointed right- 
of-way agent to attend to purchasing the land required for right- 
of-way when the route has been selected. 

As the locating engineers send in their field notes and the 
routes are approved by the chief engineer, maps and profiles, to- 
gether with description of the location, showing starting point, 
direction, contour and end of the survey for a particular location, 
are submitted by the chief engineer to the directors, who in 
regular session and in lawful manner approve and sign the maps 
submitted, adopt the route and file a copy of maps and descrip- 
tion with the proper state officer. This establishes the corpora- 
tion’s right to enter upon and construct the railroad, after, of 
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course, acquiring title to the land either by agreement with the 
owner or by condemnation proceedings. 

It is the auditor’s duty so to arrange the accounting plan that 
the receipt and disbursements of funds are carefully and system- 
atically chronicled and safeguarded and the cost of road and 
equipment is kept in accordance with the classification prescribed 
by the interstate commerce commission. 

As a safeguard in the matter of purchasing and paying for 
right-of-way and other lands the auditor should secure from the 
chief engineer blue prints of the routes adopted, and as con- 
tracts are delivered by the right-of-way agent the land acquired 
should be sketched on the map, showing the contract number, 
in order that the auditor may be in a position to reject any dupli- 
cate contract which may through inadvertence or otherwise be 
offered him. It follows that when the land has been acquired 
for the entire route it will be an easy matter to find a contract, 
deed or abstract of the property, as al! title papers will bear the 
same numbers as the contract and be filed with it as permanent 
records. When a voucher is offered for payment by the right- 
of-way agent for the purchase of land the auditor before approv- 
ing the voucher for payment by the treasurer should require 
evidence of 


1. Approval of contract by the chief engineer, 

2. Approval of title by the law department, 

3. Notation of contract number on right-of-way map, 

4. Entry on record of right-of-way purchases, 

5. Entry on tax records, 

6. Entry on insurance records (if a building is included in the 
purchase), 

7. Entry in rental ledger (if a building is included in the 
purchase), 


8. Entry in voucher register. 


When these things have been done, the auditor is in position 
to see that taxes are not allowed to become delinquent, that in- 
surance is not allowed to lapse on buildings and that rents are 
collected on buildings occupied by tenants. 

The record of right-of-way purchases should be in loose-leaf 
form, with certain spaces for showing the contract number, 
description of property, name of vendor, number of acres (if 
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country property), lot, block and addition (if city property), 
cost of property, date of deed and when deed is received. There 
should be space also for recording sales either of land or build- 
ings, so that the net cost of land retained for corporate use will 
appear. The total of these records should always equal the cost 
of land, as shown by the general accounts. 

Contracts for the purchase of land should be filed promptly 
with the proper county officer of the county in which the land is 
situated, in order that the company’s equity may be duly protected. 
As soon as the deed is received it should be immediately recorded 
in the county records. 

As the auditor is, or should be, custodian of the abstracts 
of property, an abstract record should be kept. When an ab- 
stract is borrowed by the legal or other department a receipt 
should be obtained and a note made in the abstract record show- 
ing in whose hands the abstract is, 

The chief engineer, with the approval of the president, con- 
tracts for the grading of the roadbed, the rates varying with the 
nature of the work to be performed by the contractor. It is 
usual for a monthly estimate to be rendered by the chief engi- 
neer covering the work done to date. From the total amount 
to date of estimate is deducted the amount previously paid, and 
an agreed percentage is withheld to guarantee completion. The 
auditor should keep a record of each contract and the progressive 
payments thereon, in order that he may quickly check the latest 
estimate rendered. When the contract is completed the amount 
heretofore held as guarantee of completion is included in the 
final estimate. The contractor should be required to furnish 
bond guaranteeing completion of contract, and also to protect 
the corporation from suits for injuries to persons or property 
by the contractor. 

Tunnels, bridges and the several classes of buildings should 
be numbered or otherwise identified, and the records so kept 
that the cost of each unit may be recorded in subsidiary ledgers. 

Rolling stock, timber, ties, rails and rail fastenings are pur- 
chased subject to certain specifications. When they are inspected by 
the inspection bureaus, the reports are forwarded to the chief 
engineer. The material yard superintendent forwards daily re- 
ports of the arrival of material and rolling stock. These reports, 
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with the inspection report and copy of freight bills, should 
be attached by the chief engineer to the suppliers’ invoices when 
forwarding them to the auditor. All the papers should be re- 
tained by the auditor as his permanent record. 

It happens that during construction of the road there are 
revenues from various sources, principally from rentals of build- 
ings on land purchased for right-of-way and station purposes, as 
well as from transportation charges before the road is com- 
pleted and ready to be delivered to the operating department. 
These revenues are credited and the cost of securing them is 
charged to an account entitled “revenues and operating expenses 
during construction,” one of the primary accounts in the cost of 
road and equipment. 

The interstate commerce commission authorizes the inclusion 
of organization expenses as one of the primary accounts in 
investment in road and equipment, but does not allow the cost 
of obtaining loans or expenses incident to the sale of securities 
to be charged to this account. 

Taxes and interest on bonds cr other evidences of indebted- 
ness during the period of construction are chargeable to invest- 
ment in road and equipment and a reasonable charge for interest 
may be made to this account for the carrier’s own funds expended 
for construction purposes until the property becomes available 
for operation. 


PURCHASING OF SUPPLIES BY FIELD ENGINEERS 


Because new railroad locations are frequently remote from 
points where supplies for the field engineers may be obtained 
by the purchasing agent, it is necessary for such engineers to 
purchase their subsistence and field supplies from other sources. 
In order that such purchases may be made in an orderly and 
systematic manner, requisitions printed in triplicate, consecu- 
tively numbered and bound in books with 50 sets to each book, 
should be furnished the field engineer in charge. 

The original and duplicate, of different colored paper, should 
be perforated for removal from the book. When the requisition 
is written, a carbon copy should be made on the duplicate and 
triplicate. The original is then handed to the vendor, the dupli- 
cate forwarded to the chief engineer and the triplicate retained 
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by the foreman. When the vendor renders his bill he should at- 
tach the requisition to the bill; the triplicate should have a nota- 
tion “bill passed (date)” and the bill should be forwarded to the 
chief engineer to check against his duplicate requisition, which 
should be attached to the bill when sending it to the auditor. 

The requisition books should be pocket size, so that they 
may be readily carried by the employee authorized to use them. 
The auditor should keep a record of all such books purchased and 
names of employees to whom they are issued. 


PAYING EMPLOYEES DISCHARGED OR RESIGNED 


Time vouchers should be supplied the chief engineer, care 
being taken by the auditor to keep records of purchases and 
issues, as explained above, covering requisitions. The chief engi- 
neer should sign each of the time vouchers and show thereon by 
whom they must be countersigned to make them valid before 
sending them to his subordinates. He should notify the auditor 
of the names of his subordinates to whom time vouchers have 
been sent so that the auditor may have a record of location of 
each time voucher. When time sheets and payrolls are sent in 
at end of month a record of time vouchers issued should accom- 
pany the payroll, and the time voucher number issued should be 
shown in space provided on the payroll opposite the name of 
employee who has been paid off. On the payroll should be shown 
the lowest number of time vouchers unissued, to be sure that there 
has been an accounting for all that have been issued. Arrange- 
ments should be made with the banks to accept the time vouchers, 
when signed by the chief engineer and countersigned by the em- 
ployee duly authorized to sign them. 

After payrolls have been received from the chief engineer 
or from heads of other departments they should be examined 
and audited in the office of the auditor, and an office bill should 
be registered to the credit of payrolls and the debit of the proper 
accounts. Pay vouchers then should be drawn and recorded on 
the record of pay vouchers issued, which with the record of 
time vouchers issued should equal the amount of all payrolls. 
Entry is then made charging payrolls and crediting the new 
liability accounts, time vouchers and pay vouchers. As the 
banks present them the treasurer will take them up by issuing 
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his cheque for the total amount demanded by the bank and 
will render a list of time vouchers paid and pay vouchers paid, 
charging the total of such list to time vouchers or pay vouchers, 
as the case may be. These vouchers with lists and cashbook 
should be delivered to the auditor daily, with all other vouchers 
and cash receipts; and the auditor will then be in position to 
make a daily audit of the treasurer’s accounts. 

The auditor should then stamp the date paid opposite the 
entry for each of the time vouchers, pay vouchers and audited 
vouchers; and at the end of the month a list of outstanding 
vouchers should be prepared, the total of which should agree 
with the general ledger control accounts. 

Mileage books purchased for the use of various employees 
for travel on other railroads should be charged to the depart- 
ments’ mileage book accounts at their cost when purchased. In 
order to clear these mileage book accounts, monthly reports 
should be required for each mileage book, showing the beginning 
number, number of miles traveled chargeable to each of the 
primary construction accounts and lowest number on hand un- 
used. The mileage used for each account multiplied by the rate 
per mile for which the book has been purchased will indicate the 
amount chargeable to each account. The unused balance at the 
cost per mile will necessarily agree with the balance to the debit 
of mileage book account. 


WorK-TRAIN EXPENSES 

A clearing account called work-train expenses should be 
maintained, and to it should be charged the wages of enginemen 
and trainmen and the cost of fuel, oil and other supplies used by 
the work train. 

Time-sheets should be prepared, showing the various jobs on 
which the work train has been used each month, and the total 
work-train expenses should be allocated to the proper primary 
construction accounts on the basis of hours spent by the work 
train on each job, thus clearing the account work-train expenses. 

Tools used in the construction of bridges and buildings should 
be charged to the bridge or building where first allocated, and 
as they are moved therefrom they should be inventoried in order 
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that the wear and tear and loss may be charged to the structure 
on which they have been used. 

The sale of any material or supplies should be made only on 
approval of the president. The purchasing agent should make a 
sale order, in triplicate, sending the original to the departmental 
head authorized to make the sale. The duplicate should be sent 
to the auditor in order that he may be in position to watch for 
the accounting for the material sold. The triplicate should be 
retained by the purchasing agent, who should send the auditor a 
monthly report of sales authorized. 

Bills rendered to the purchaser by the head of a department 
should have a reference to the sale order; and the auditor should 
attach his copy of the sale order to his office copy of the bill for 
his permanent record and authority to take the bill into the 
accounits. 

Sale of real estate or the buildings thereon should be autho- 
rized by the president and board of directors, and the contract 
should be given to the auditor, who should record it on his records 
of property purchased and retain the authority with his copy of 
bill rendered the purchaser. 

Monthly reports should be rendered showing the classified 
cost of road and equipment for the current month and the total 
to date. , ; 

It is desirable also that there be statements of deferred pay- 
ments on right-of-way contracts, showing amounts due by differ- 
ent periods, the different classes of vouchers payable and amounts 
retained on contracts. These are needed in order that the presi- 
dent may have information in regard to further financing. 

It will be the auditor’s duty to prepare the accounting forms 
and instructions in ample time that when the railroad is ready 
to be delivered to the operating officers there may be no confusion 
of operating accounts. 
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Accounts of a Paper Box Factory* 


By Tuomas J. SHANNON 


The particular business I have in mind is that which has for 
its raw material waste paper, which it buys, collects, sorts into 
different grades, manufactures into various kinds of paper and 
cardboard and finally ships to the purchaser in the form of a 
carton or container. 

Among the various accounting necessities of this industry 
there is one essential, on which I propose to base this paper, 
bringing out, incidentally, many of the peculiar accounting prob- 
lems associated with it. This necessity is a cost accounting 
system. In addition to the several reasons why every manufac- 
turer should have a cost system, there is in this industry one 
reason which of itself alone would be sufficient to justify any 
expenses incurred therefor. That is the need of an accurate basis 
on which to estimate competitive bids, because by far the greater 
part of the contracts received are for large quantities, often 
running up into the millions, on which, almost without exception, 
several manufacturers are asked to submit figures. Therefore, 
to secure the business the price must be reasonable, and if there 
is not an accurate cost system on which to base estimates the 
chances of error are altogether too great—and errors, if repeated, 
would result in serious financial loss, if not in bankruptcy. 

What sort of cost system is required? This can be answered 
in one word: it must be “accurate,” because on account of the 
infinite variety of the finished product no system of averaging 
will give anything resembling correct cost or be better than an 
estimate. 

One of the peculiarities of this business is that sales of stock 
occur when, ordinarily, the stock would be treated as goods in 
process. For example, the paper stock department may accu- 
mulate a surplus of some particular grade of paper which there 
is no prospect that the mill department will be able to handle for 
some time, and it is deemed advisable to dispose of it; or orders 
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may be received for paper as it is turned out of the paper 
machine; also, sales of blank cardboard to small box manufac- 
turers are common. It is therefore advisable to divide the factory 
into three major sections, which we will call 

The paper stock department, 

The paper mill department, 

The box factory. 

These, of course, may be further subdivided into as many 
departments as necessary. 

Costs in the paper stock department are quite simple. The 
raw material is the paper stock as it is collected. Productive 
labor is that of sorting and baling. Overhead is distributed accord- 
ing to the number of tons sorted and baled during the month. 
This method gives an average cost per ton of stock sorted and 
baled. In the case of paper stock of a uniform character, which 
has to be neither sorted nor baled, the cost is the purchase price 
plus the hauling charge and an addition for overhead determined 
by the percentage which the amount so purchased is of the total 
paper purchased, hauled, sorted and baled during the period. 
This method gives an accurate cost per ton of paper purchased 
not sorted. In the case of stock sorted and baled, the best we 
can do is an average cost per ton, which for the purpose of estab- 
lishing the selling price is practically useless, because all grades 
have the same average cost and there is a wide variation between 
the market values of the different grades, some grades being 
worth two or three times the value of the cheaper varieties. 

Thus, if a true cost of the product manufactured by the mill 
is to be determined, the paper stock department should be treated 
as a separate unit and the stock transferred to the mill at the 
market price. This method will show whether it is more econom- 
ical to buy sorted stock on the open market or to continue operat- 
ing the paper stock department. 

The paper mill is a manufacturing department, and here 
costs are more involved. 

Raw material is the sorted waste paper, as it comes from the 
paper stock department, and pulp, sulphite, colors and chemicals. 
To ascertain the material cost of each order is not a difficult mat- 
ter, and most concerns of this kind find that averages work very 
well; but an accurate cost per order can be obtained through the 
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formula required by the grade of paper on the order, because every 
grade of paper and cardboard has its own particular formula, 
which should be rigidly observed if the strength, bending qualities 
and other essentials are expected. Therefore, each order must be 
taken separately, and the formula furnishes an excellent short cut 
in ascertaining the material cost. 

The first operation in the manufacture of paper or cardboard 
occurs when the paper stock is put in the beaters and ground up. 
To mix his stock intelligently the beater-room foreman must know 
the amount and grade of paper required. From experience he 
knows the number of beaters he must mix for that amount, and, 
as the custom of the business allows a 5 per cent overrun or under- 
run on an order, if he uses ordinary care he cannot go far wrong. 
The dry stock capacity of every beater is known, and all that is 
necessary is for the foreman to report the number of beaters he 
mixed on each order, which, when multiplied by the capacity of 
the beaters gives the total weight of stock used. To this figure 
is applied the formula; and the amount of each kind of raw 
material for that order is determined. 

The accuracy of this method can be tested by the perpetual 
inventory records, and should be checked every month if a ma- 
terial discrepancy occurs in any kind of stock. The orders manu- 
factured during the month calling for that particular grade should 
be reviewed and the accuracy of the formula figures verified, 
though the error will probably be found in the inventory records. 

In the manufacture of paper the machine is the governing 
factor. In distributing overhead the machine rate should be used 
and great care-exercised to determine it as accurately as possible. 

Labor should be analyzed by jobs and charged thereto. If 
sales of blank cardboard or fibre board are made, any additional 
labor, such as weighing, bundling, trimming or wrapping, should 
also be charged directly to the job benefited. 

As the sales at this stage are often considerable, it simplifies 
the accounting to regard all the product as sold, including the 
transfers to the box division. As with the paper stock division, 
transfers should be made at market price. 

The last division, the box factory, is by far the most import- 
ant. Here averaging has no place and costs must be accurate, 
because on their accuracy depends the success or failure of the 
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business. An error of two or three cents on the estimated cost 
of a hundred cartons when multiplied by a hundred thousand may, 
if too high, mean the loss of the order, and if too low will un- 
doubtedly mean its receipt and a financial loss to the company. 
One of the most fruitful sources of unfair competition is an 
erroneous idea as to what constitutes costs. Systems of calculat- 
ing costs may vary and give several different results, all of which 
cannot be right—though they all may be wrong. As the cost 
of an article cannot be changed after it has been produced the thing 
to do is to change the method of calculating until the correct cost is 
determined. 

On account of the great variety of the product manufactured, 
a cost by orders is the only practical method for a box factory. 

The direct materials in box factory are more valuable and 
varied than in either of the other departments, and a complete 
system of storekeeping and perpetual inventories should be main- 
tained. Everything used in the manufacture for an order which 
can possibly be charged directly to the job should be so treated— 
even such things as ink, tape, glue, wire for stitching, etc. As 
it is not possible to determine the amount of ink or bronze re- 
quired on an order, a liberal quantity of each color necessary 
should be withdrawn from storeroom and weighed before being 
put into the printing press, and when the press has com™' _. the 
order the amount remaining should be removed, 1. ughed again 
and returned to storeroom, the difference being the amount used 
on the order. The amount of tape used can be determined by 
measuring the depth of the box and multiplying by the number 
in the order. Wire for stitching can be measured in a similar 
manner, by determining the feet, or weight, of wire used by a 
machine per thousand stitches, and, as each box requires the same 
number of stitches, it is a simple matter to determine the num- 
ber of stitches in the order. Such accuracy may seem extreme and 
unnecessary to the uninitiated, but it is only by such methods 
that trustworthy costs can be secured. 

In the manufacture of paper boxes, on account of the endless 
variety and size of the product, it has not been found practicable 
to pay piece-work rates to any great extent. In almost all fac- 
tories workmen are paid an hourly or weekly rate; therefore, to 
arrive at the labor chargeable to any order every employee whose 
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labor is expended on a particular order should be instructed to 
charge the time so spent to that order, regardless of whether 
the form of product was changed when passing through his hands 
or not. If the work is essential, it should be charged directly to 
the order benefited, as that is always the most equitable manner of 
charging expenses, if at all possible. The best method of accom- 
plishing this is to furnish every employee each morning with a list 
on which is printed the name and number of each machine in the 
department in which he is employed and also a list of the opera- 
tions not performed on a machine, which are directly connected 
with a particular order. He should be instructed to show his 
time on this card by orders—hours and minutes on each—which 
should be checked by his department foreman each evening and 
compared with the employee’s time as shown by clock cards. If 
this procedure is carefully followed and all employees are cautioned 
to fill in the actual time engaged on each job before starting 
another, it furnishes a good control of the labor and gives excellent 
results. 

The distribution of the overhead still remains, and it is here 
that the accountant must exercise all his ingenuity that the dis- 
tribution may be the best and most equitable possible and based 
on sound theory. 

After a little consideration we discard as unsuitable several of 
the more common methods: 

Percentage of material method, because of the wide 
variation between the value of the materials used on 
different orders. 

Percentage of labor cost, not only because of the 
difference in the rates of wages but because all the 
product, even in the same department, does not utilize 
the same facilities to the same extent. 

The prime cost method, because it has all the defects of 
the two foregoing methods and does not provide a dis- 
tinction between product manufactured by high-class 
expensive machinery and by less efficient and cheaper 
equipment. 

Percentage of labor hours, because it makes no dis- 
tinction between the facilities employed and would result 
in overcharging the product of cheap hand labor and 
undercharging the output of expensive automatic or semi- 
automatic machines. 


About all that is left is the machine-rate method. This system 
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gives the most satisfactory results, because it recognizes the 
Se difference in overhead expenses arising from the operation of 
different classes of machinery and absorbs as direct charges all 
overhead expense that can be associated directly or indirectly with 
the operation of any machine or particular area of the plant. 

To get the best results from this system the factory should 
be highly departmentalized, each department comprising, if pos- 
sible, only similar machines and processes. In addition to this, 
each machine in the department should be charged directly with 
all the expenses which can possibly be associated with it. 

The best basis on which to apportion certain expenses is 
sometimes a problem, but as a general rule the following methods 
for the ordinary expenses can be followed with good results, 
provided that the figures from which the percentages chargeable 
to each production centre have been determined are correct: 

Expenses Base of Distribution 

Rent Area of space occupied 

Depreciation on buildings . ny 

Insurance on buildings 

Taxes on buildings 


' Heat . ” 

Janitor service 3 
Building repairs zy 
| Depreciation on equipment Value of equipment 


Insurance on equipment 
Taxes on equipment 
Power equipment expense Horsepower hours determined by 

test of load carried ’ 


‘ ‘“ it 


“ 


Power equipment depreciation 
Current purchased 
Power department 


io ss oo io 


Current for light Payroll hours 
Lighting supplies - 
Superintendent’s salary Chargeable hours 


“ 


Superintendent’s office force 

Superintendent’s office supplies 

Factory telephone 

Elevator expense 

Foremen’s wages Payroll hours of department super- 
vised 


““ée “ ‘e “ 


“ss 
“ 


“ “es 


Foremen’s clerks 
Overtime Direct to job benefited 


The hourly charge for each machine can be obtained by divid- 
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ing the total expenses charged to it by the number of productive 
hours worked during the period; or, if the expense applicable to 
the idle time of the machine is desired, we may divide by the number 
of productive hours in the period, assuming that each machine 
worked full time. The difference between the productive hours 
in the period and the productive hours worked multiplied by the 
normal rate gives the overhead applicable to idle time, which may 
be regarded as a department expense and be pro-rated over 
product of that department. 

In a well-balanced box factory the item of idle time should 
not be an important figure. Many orders for large quantities are 
received which may require delivery of certain amounts each 
month for a period of six or eight months, so that at almost every 
season there are many unfilled orders, and if a dull period occurs 
employees and machines are put to work on them until current 
business becomes normal. This takes the place of what is known 
as manufacturing for stock in an industry where the -product is 
more or less standardized, except in this case the product has been 
sold but must be stored for a period before being delivered. In 
the paper box and carton industry every purchaser has his own 
specific requirements—consequently nothing of a standard nature 
is used and manufacturing for stock is unknown. 

In closing the books for the fiscal period these unfinished 
orders are in all sorts of condition. Often part of one order has 
been delivered, another part has been completed and is in the 
finished storeroom, a third part is uncompleted and in all stages 
of manufacture, and on still another part nothing has been done at 
all. If the finished and undelivered items are substantial the prob- 
lem arises as to whether or not a profit should be taken on them. 
The general procedure is to inventory them at cost and allow the 
period in which they are delivered to have the profit ; but if deliv- 
eries were made shortly after closing I cannot see why the period 
producing these articles should not get the credit. Of course, if 
the procedure were to be changed, the orders finished during a 
prior period and delivered in the current period would have to 
receive consideration. 

Many of the large paper box manufacturing concerns are at 
present making extensive experiments with a view to expanding 
their rapidly increasing usefulness, and patented articles are quite 
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common, The accounting for this experimental work does not 
differ from that in any other manufacturing concern. The expense 
of each experiment is segregated, and if a patent is secured the 
amount is used as the base of the book valuation of that patent. 

The future of the paper box and container is assured. De- 
mand for these articles is constantly growing, and industries which 
formerly used wooden boxes exclusively have now discarded 
them entirely in favor of the more economical paper product. 
Serious inroads are also being made on other types of container, 
and in the near future it is quite possible that much of the food 
product now canned will be put up in some form of paper box 
or carton. 

The industry offers an interesting field to the cost accountant, 
and to one who is so fortunate as to be connected with progres- 
sive concerns of this type the future offers unlimited possibilities. 








Appraisals and Their Relation to Accounts 
By Lester G. HAWKINS 


Appraisal and valuation matters have not in the past been re- 
garded by the accounting profession as being related to or of 
more than passing importance in accounting theory and practice. 
In fact, many text-books on accounting procedure are known to 
express certain pertinent opinions and instructions, to the effect 
that appraised property values have no connection with book 
values, and should not be considered as having any particular 
importance to the auditor or business advisor, except so far as 
such values may be of assistance in credit and other purely 
financial matters. ; 

This doctrine has been entirely ethical so far as the meaning 
of appraisal, as it has been generally accepted in the past, is 
concerned, yet it is the purpose of the writer to show that this 
general definition given to an appraisal has been somewhat mis- 
leading, and has thus caused these matters to be perhaps too 
summarily dismissed by the accountant as having no particular 
relation to his work. 

Appraisals are not, as many suppose, all alike as to their form 
or scope, manner in which conducted and usage for which they 
are designed. On the contrary appraisals, as they have become 
necessary in the last few years, cover a very large number of 
usages, and the fact that many industrial and utility organizations 
have had appraisals made of their properties, only to learn a short 
time later that they required another appraisal for a particular 
purpose, which the old appraisal could not accomplish in any 
circumstances, is evidence of this fact. 

The “reproduction” appraisal, which is conducted on the basis 
of “cost to reproduce” theory, is that commonly referred to by 
the average person in discussing appraised values. The fact that 
the uninitiated in valuation and appraisal matters have accepted 
this type of appraisal as being the entire field of the profession has 
brought about the generally distorted view referred to above. 
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The reproduction appraisal has its own particular uses and 
also its limitations. Among its uses are the following: 
To place insurable values correctly. 
To obtain loans. 
To inspire confidence in stock and bond issues. 
As a basis for negotiating purchase or sale. 


fwbn 


The reproduction appraisal has no place in the accounting 
field so far as book values are concerned. The taking up on the 
books of values shown by such an appraisal is, of course, a viola- 
tion of one of the most fundamental accounting principles. 

The test as to what are the uses and limitations of an appraisal 
is found in the method prescribed for conducting it. An appraisal 
may be made of reproduction costs and used for any of the 
purposes above enumerated. It may be made of actual costs, 
or it may be made of market prices at any given date—and 
in each case may be designed for an entirely different purpose. 
The essence of the appraisal, it will be seen, is in the determina- 
tion of value upon some given basis of cost. 

An appraisal of property upon the basis of actual cost should 
furnish the correct book value of the property, by reason of the 
fact that it establishes the point as to whether the depreciation 
reserve is inadequate or excessive. 

A reservation for bad debts is made in a manner similar to a 
reservation for depreciation. The question as to whether such 
reserve for bad debts is inadequate or excessive is, however, easily 
determined at the end of the period, because the information 
necessary to determine the matter is easily accessible. Is it not 
equally desirable that the question as to whether the depreciation 
reserve is inadequate or excessive be accurately determined at 
reasonable intervals? Unlike the allowance for bad debts, the 
allowance for depreciation cannot be checked at the end of the 
accounting period, since its justification cannot be fully estab- 
lished under ordinary conditions until the building or machine, 
after a long period of years, becomes worn out or obsolete. The 
appraisal, conducted by the scientific appraisal engineer who deals 
in utilities and values, can furnish the check desired at any time 
during this long period. 

A most important development in the appraisal field has been 
brought about by our present federal excess profits tax laws. 
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Corporations’ federal taxes are computed on the basis of the 
ratio between earnings and capital investment. The regulations 
of the bureau of internal revenue in regard to federal taxes have 
been based upon the assumption that in many cases book values are 
misleading and do not form a correct basis for the levying of 
taxes. To alleviate this situation the regulations have prescribed 
a remedy, which in many cases can only be applied through ap- 
praisal methods. 

Representatives of the department, in their interpretation and 
rulings under the regulations, have also taken the position that 
appraisals, in the sense in which they are generally regarded, are 
not acceptable in any adjustments of plant accounts; yet they 
have specified in effect that the appraisal process is necessary in 
any adjustment of the fixed assets. A recent communication from 
the department is quoted in part herewith: 


Where there has heretofore been charged off excessive depreciation on 
property still owned or in use, or has been charged to expense amounts paid 
out for the acquisition of plant, equipment or other tangible property still 
owned and in active use, and where in either case the cost of the property 
has not been specifically recovered in the price of goods or service (special 
tools, patterns, etc.), then the amounts which have been charged off either 
as depreciation or as current expense, upon satisfactory proof, may be 
restored to the surplus account. In order to make such restoration to in- 
vested capital it is necessary to prove the amounts excessively charged. In 
the opinion of this office, if such charges are not readily ascertainable from 
the books, proof may be made by ascertaining the original cost of all fixed 
assets and then deducting a proper charge for depreciation. 


The ascertaining of original cost of all fixed assets and then 
deducting a proper charge for depreciation is in any circumstances 
an appraisal process. Ordinary rule of thumb methods and 
percentage deductions based on estimated yearly rates of de- 
preciation will not solve this problem. 

To illustrate the impossibility of using such methods an ex- 
ample is given which is based upon actual facts known to the 
writer. 

A textile plant, which several years ago adopted an accounting 
policy of preparing during the prosperous periods for possible 
future lean years, purchased machinery and plant equipment dur- 
ing those years and charged it to expense. Attempting, under 
the regulations, to reinstate these items in the machinery account 
less proper deductions for depreciation the company found itself 
confronted with a difficult problem. 

It became evident at the start that no accurate adjustment 
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could be made from the books alone, since, although it was pos- 
sible to trace to the expense accounts during prior years charges 
which should have been capitalized, the evidence that the equip- 
ment thus charged was still owned and in active use could not 
be obtained except by a complete inventory of the physical 
property. 

Upon making such an inventory of the property and at- 
tempting to reinstate the items in the plant account, less proper 
deductions for depreciation, certain machinery subject to this rein- 
statement, on which an almost universal estimate as to the annual 
depreciation rate was five per cent, was found to have been in 
continuous operation in the plant for thirty years, and in such 
condition as to warrant a probable future term of usefulness of 
from three to ten years. Other machines of the same type, which 
were less than twenty years old, however, were found to be prac- 
tically ready for the junk pile. This was due in some cases to the 
fact that the older machines either had been kept in better repair 
or had been subject to less wear and tear due to peculiar local 
conditions. Any attempt to determine the proper deduction from 
the cost of these machines for accrued depreciation by the use of 
cumulative yearly rates was so obviously incorrect and inadequate 
that it was abandoned. The determination of the proper deduc- 
tions could only be made by ascertaining the actual depreciated 
value of the machines through inspection and consideration of 
the necessary factors, i. e., true cost, age, condition and probable 
period of usefulness—in other words, through a distinct appraisal 
process. 

It is believed that the appraisal procedure outlined must of 
necessity receive consideration by the accounting profession. It 
accomplishes that which can be accomplished in no other way. 
Depreciation rates are at best only opinions and estimates, and 
even when advanced by the highest authorities they do not measure 
up to actual performances. Neither can past performances be 
regarded as accurate bases for estimates for the future, because in- 
dustrial equipment is not only subject to changing conditions, but 
is of itself variable as to its susceptibility to wear and tear. 

Appraisal is the adjustment between the estimate and the 
actual performance, and unless it is used periodically for such 
adjustment the book values will be distorted and reports showing 
results from operations cannot be regarded as accurate. 
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EDITORIAL 


Investments in Foreign Securities 


The newspapers nowadays are filled with discussions of the 
lamentable condition of foreign exchange and advertisements 
of brokers, bankers and others, drawing attention to the pecu- 
liarly favorable returns which may be derived from the pur- 
chase of securities of foreign governments. We are told that 
investment in foreign loans may lead to a profit of from 100 
to 200 per cent, according to the imagination of the advertiser, 
and the statements are supported by tables showing the present 
debased condition of foreign exchange compared with the parity, 
which, by the way, never exists. Exchange in francs or sterling, 
or any other foreign money, may go to a premium or a discount, 
but it never remains exactly at par. 

However, for the purpose of comparison it is interesting to 
place the intrinsic value of foreign money against the present 
low price at which such money can be bought. 

This is a matter with which accountants should acquaint 
themselves, as there is an increasing tendency among Americans 
to speculate in the bonds of foreign countries. A few years ago 
such operations would not have been described as speculation, 
but as sound investment. Now, however, when the world is in 
turmoil financially and no one can see the outcome, there are 
few investments which can be regarded as gilt-edged, and most 
foreign offerings have at least a speculative element in them. 

A quite remarkable book by John Maynard Keynes, who 
was representative of the British treasury at the peace confer- 
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ence in Paris, has attracted a great deal of attention, and we 
believe will have a direct bearing upon the public opinion in 
regard to foreign government bonds. The book to which we 
refer, The Economic Consequences of the Peace, is evidently 
written by a man who, with a wide comprehension of the prin- 
ciples of international finance, regards the treaty as impracticable 
in many ways. 

It is perhaps well that there should be such a book as that 
which Mr. Keynes has written, because some of us, particularly 
in America, are inclined to think rather lightly of the serious- 
ness of the European financial and racial problems. The war 
and its resultant chaos are not matters of intimate concern to the 
average American, even of the better informed classes, and it 
is a good thing that we should be brought up with a round turn 
once in a while and told to face the facts. In facing the facts, 
however, let us not mistake clouds for night or dangers for 
disasters. 

If America is to stimulate her foreign trade, something must 
be done to encourage the resumption of healthy relations between 
the moneys of the several European countries and our own. 
Trade reports already are indicating the inevitable decline in 
export business which must follow so abnormal a condition of 
foreign exchange, and we are told that something must be 
done to rectify matters without delay. One of the things which 
we can do is to invest largely in the so-called internal securities 
of foreign governments. But the investment must be wisely and 
cautiously made, for there are securities from which a return 
is improbable. 

Some pessimists would tell us that even the internal loans of 
France, while not in danger of repudiation, may be in some 
danger of temporary default. 

We do not believe for a moment that any security bearing 
the endorsement of the French republic or of Belgium is in 
danger of repudiation, and so far as British and British colonial 
obligations are concerned we regard them as almost as safe as 
the securities guaranteed by the United States government. 

The whole question of investment in foreign securities should 
receive consideration by every accountant who is called upon to 
give financial advice—and in these days what accountant is not ? 
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Labor and Capital 


If you stop any man in the street and ask him what is the 
big problem of the hour, he will undoubtedly say: “The relation 
between capital and labor.” He will say this whether he is a 
capitalist or a laboring man or one of that enormous inert mass 
of humanity which permits itself to be described as the middle 
class and is the grist which is being ground between the upper 
millstone of labor and the nether millstone of capital. 

This problem probably has existed from the day when man 
hired his first servant, and it will certainly continue until the end 
of our present scheme of things here on earth. Once in a while 
the relations between the two great factors of production be- 
come strained, and we are told that a revolution is about to occur. 
Sometimes it actually occurs, and then as a rule hell breaks 
loose. 

Here in America there is a vast number of alien laborers, 
led by a more or less unscrupulous coterie of agitators, which 
makes a great noise and threatens terrible things. The capital- 
ist is denounced, and his ways are abhorred—and it is a lament- 
able fact that the capitalist generally becomes frightened and 
surrenders to the will of the labor agitator. 

The American capitalist, instead of the awe-inspiring dic- 
tator which the labor leaders would have you believe him to be, 
as a general thing is rather inclined to do the best he can for 
his employees. In the past he has made tremendous mistakes 
and the laboring man has not had a square deal ; but the capitalist 
has generally erred in ignorance, not with malice aforethought. 

The American working man, as a whole, is about the finest 
type of skilled labor in the world. He is honest, usually straight- 
thinking, a good American at heart, and not much inclined to 
shoot up the town or tear down the structures of civilization. 
If you talk to him in the individual you find him all that you could 
desire. If you talk to him in mass when the labor agitator is 
around you find him incomprehensibly foolish. But you never 
find him at heart an anarchist. He believes in law and order, 
and in the last extremity he will stand for it. 

Quite recently we heard of proposed solutions of the labor 
problem which seem to us worthy of reproduction, and all the 
remarks which have gone before are merely by way of intro- 
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duction to this simple idea, which is not entirely new of course— 
but nothing on such a question is likely to be new. 

A speaker at a convention held near New York, in the course 
of remarks upon quite another subject, said incidentally that he 
believed the labor question could be solved by the adoption of 
two principles: first, that the laboring man, the capitalist or any 
other human being should have exactly the same voice in the 
industrial affairs in which he is concerned that he has in the 
political affairs in which he is interested ; second, that the laboring 
man, the capitalist or anyone else concerned should be informed 
of the disposition of all the profits of any business or trade or 
industry to which he contributed financially or by service. 

The first of these two propositions sounds like industrial 
socialism—and socialism has a deservedly unpopular place in 
public estimation to-day—but if we analyze the proposition it 
seems to have much to commend it. Of course, the actual devel- 
opment of the idea would require great thought. It might be 
necessary to place a different value upon the industrial votes of 
different classes so as to overcome the discrepancy between the 
numbers of human entities in the several classes. The idea, 
however, is pure theory at present, and we are offering it, not 
with any endorsement, but as an interesting academic proposal. 
It may be said for it, however, that a voice in the affairs of 
a nation generally carries with it an inclination to establish the 
strength of the nation, and the same principle might apply in the 
case of industry. 

The second thesis, namely, that the disposition of profits of a 
business should be known to all who help to produce the profits, 
is one that must appeal to every sound thinking accountant. In 
these days of secret reserves and hidden surpluses on the part of 
companies and of absurd and disgusting extravagances on the 
part of people, one wonders whether complete publicity as to the 
destination of every dollar of profits would not do much to bring 
us to our senses. 

Of course, everything that makes for clear statement of 
facts appeals to the accounting mind. To show things as they 
are should be the ambition of everyone connected with account- 
ancy. 

With this thought in mind we present to our readers this 
second part of a theory for solution of a world-old problem, 
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Differences of Opinion 


It seems scarcely necessary to say that THE JOURNAL OF 
AccouNTANCY does not necessarily stand sponsor for all views 
expressed in signed articles which it publishes. We would not 
have thought it worth while to mention this fact at all had it 
not been for the apparent impression in the minds of at least 
a few readers that nothing could appear in THE JOURNAL OF 
ACCOUNTANCY with which the magazine did not officially agree 
in principle. 

In this issue appears an article entitled Unsold Goods and 
the Income Account, by William B. Gower. The views expressed 
by Mr. Gower in this article do not conform to those of most 
accountants, and we do not endorse the arguments which he 
presents. The matter concerned is of great interest and Mr. 
Gower’s remarks are ingenious and therefore worthy of con- 
sideration, but we doubt if they are sound from an accounting 
point of view. , 

It may be said, however, in Mr. Gower’s favor, that, since 
his article was submitted to us, form 1040F, “Schedule of farm 
income and expenses,” has been issued by the treasury depart- 
ment and contains an endorsement of his position. In the in- 
structions on page 4 of the form appears the following: 


“Inventory. If you render your return for the taxable period of 1919 
upon an accrual basis, you may value your closing inventory for 1919 accord- 
ing to the farm price method which contemplates valuation of inventories 
at market less cost of marketing.” 


It seems, therefore, that whiie the orthodox accounting prin- 
ciples may not accord with the views expressed by Mr. Gower, 
he has at least the consolation of knowing that the treasury has 
seen the matter as he sees it, with the important qualification, 
however, that the treasury limits the application of the rule to the 
inventories of farmers and stock-raisers, where the cost basis is 
especially difficult to determine. 











Income-T'ax Department 


As this issue of THe JourNAL or ACCOUNTANCY goes to press there 
appears no indication of an intention on the part of the bureau of internal 
revenue to grant general permission to file tentative returns on March 15th. 
Public accountants throughout the country are laboring manfully to file 
as many returns as possible before the expiration of the time limit, but it 
appears likely that there will be many cases in which permission must be 
granted to file tentative returns which will be followed later by complete 
returns. 

The commissioner of internal revenue has indicated his willingness to 
grant such privileges in meritorious cases. 

The following treasury rulings have been issued since those published 
in the February issue of this magazine: 


TREASURY RULINGS 
(T. D. 2966, February 4, 1920) 
Income Tax 


Deductions -allowed: charitable contributions—article 251, Regulations 45, 
amended 


Article 251 of regulations 45 is hereby amended to read as follows: 


Art. 251. Charitable contributions—Contributions or gifts within the 
taxable year are deductible to an aggregate amount not in excess of fifteen 
per cent of the taxpayer’s net income including such payments, if made 
(a) to corporations or associations of the kind exempted from tax by sub- 
division (6) of section 231 of the statute or (b) to the special fund for 
vocational rehabilitation under the vocational rehabilitation act of June 27, 
1918. For a discussion of what corporations and associations are included 
within (a) see article 517. A gift to a common agency (as a war chest) 
for several such corporations or associatipns is treated like a gift direct 
to them. In connection with claims for this deduction there shall be stated 
on returns of income the name and address of each organization to which 
a gift was made, and the approximate date and the amount of the gift in 
each case. Where the gift is other than money, the basis for calculation 
of the amount of the gift shall be the cost of the property, if acquired after 
February 28, 1913, or its fair market value as of March 1, 1913, if acquired 
prior thereto, after deducting from such cost or value the amount, if any, 
which has been or which should have been set aside and deducted in the 
current year and previous years from gross income on account of deprecia- 
tion, and which has not been paid out in making good the depreciation sus- 
tained. A gift of real estate to a city to be maintained perpetually as a 
public park is not an allowable deduction. This article does not apply to 
gifts by partnerships, estates and trusts, or corporations. See sections 218 
and 219 of the statute and articles 561 and 563. 
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(T. D. 2967, February 4, 1920) 
Income Tax 


Amending article 367, final edition of regulations 45, concerning the use of 
substitute certificates 


The final edition of regulations 45 is amended by changing article 367 
to read as follows: 

Art. 367. Use of substitute certificates—Resident collecting agents and 
responsible banks and bankers receiving interest coupons for collection with 
ownership certificates attached may present the coupons with the original 
certificates to the debtor corporation or its duly authorized withholding 
agent for collection or may detach and forward the original certificates 
directly to the commissioner, provided each such collecting agent shall sub- 
stitute for such original certificates its own certificates (form 1058 [re- 
vised] or form 1059 [revised]), and shall keep a complete record of each 
transaction, showing (a)serial number of item received; (b) date received ; 
(c) name and address of person from whom received; (d) name of debtor 
corporation; (¢) class of bonds from which coupons were cut (whether 
containing a tax-free covenant or not); and (f) face amount of coupons. 
The original certificate for which the certificate of the collecting agent is 
substituted shall be indorsed, preferably with a rubber stamp, by the col- 
lecting agent as follows: 

Owner’s certificate No. ........ 


oon sneones eT ee ee 
(Give date of certificate) 


The counterpart of the within certificate bearing like number was at- 
tached to the coupons within mentioned for delivery to the debtor or with- 
holding agent, by whom the coupons are payable. 

For the purpose of identification the substitute certificates shall be num- 
bered consecutively, reverting to the numeral 1 at the beginning of each 
calendar year, and corresponding numbers given the original certificates of 
ownership. The use of substitute certificates by collecting agents, banks 
and bankers is not permitted, however, in the case of ownership certificates 
presented with coupons for collection by non-resident alien individuals, part- 
nerships or corporations. 


(T. D. 2969, February 4, 1920) 
Ownership certificates—alien property custodian 
Article 375, regulations 45, amended 


Article 375, treasury department regulations 45, is hereby amended to 
read as follows: 

Payments made after October 6, 1917, to the alien property custodian 
are in the same category as payments made to or for citizens or residents 
of the United States. Withholding at the source is accordingly unnecessary 
except in the case of interest payments on corporate bonds or other obliga- 
tions containing a tax-free covenant where no exemption is claimed. The 
alien property custodian should use form 1000 (revised) in collecting in- 
terest on bonds containing a tax-free covenant, and in all other cases should 
use form 1001 (revised), except that in cases in which the alien property 
custodian shall, under the trading with the enemy act, demand payment to 
himself of interest accrued upon bonds or other securities not yet reduced 
to his custody (even though they be registered in the name of an enemy, 
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ally of enemy, or his agent or trustee), the corporation paying such income 
to the alien property custodian is authorized to accept from the alien 
property custodian ownership certificates, forms 1000 (revised) and 1001 
(revised), altered by the substitution (in lieu of the certificate required 
thereon) of a certificate that the alien property custodian is entitled to the 
interest entered therein with or without deduction of tax, as the case may 
be. No distinction is to be made between payments directly to the alien prop- 
erty custodian and to his depositaries and between interest on registered 
bonds and interest on coupon bonds. In the case of enemies or allies of 
enemies holding a license granted under the provisions of the trading with 
the enemy act, withholding is required as in the case of any non-resident 
alien not an enemy or ally of enemy. See article 446. 


(T. D. 2970, February 4, 1920) 
Income Tax 


Amending article 307, final edition of regulations 45, dealing with non- 
resident alien individual entitled to personal exemption 
and credit for dependents 


The final edition of regulations 45 is amended by changing article 307 
to read as follows: 

Art. 307. When non-resident alien individual entitled to personal ex- 
emption.—(a) The following is an incomplete list of countries which either 
impose no income tax or in imposing an income tax allow both a personal 
exemption and a credit for dependents which satisfy the similar credit 
requirement of the statute: Argentina; Belgium; Bolivia; Bosnia; Brazil; 
Bukowina; Canada; Carinthia; Carniola; China; Chile; Cuba; Czecho- 
Slovakia, including Bohemia, Moravia and Slovakia; Dalmatia; Denmark; 
Ecuador; Egypt; France; Galicia; Poritz; Gradisca; Greece; Guatemala; 
Herzegovina; Istria; Lower Austria; Luxemburg; Mexico; Montenegro; 
Morocco; Newfoundland; Nicaragua; Norway; Panama; Paraguay; Persia; 
Peru; Portugal; Roumania; Russia (including Poles owing allegiance to 
Russia) ; Salzburg; Santo Domingo; Serbia; Siam; Silesia; Styria; Spain; 
Switzerland; Trieste; Tyrol; Upper Austria; Union of South Africa; Vene- 
zuela. (b) The following is an incomplete list of countries which in imposing 
an income tax allow a personal exemption which satisfies the similar credit 
requirement of the statute, but do not allow a credit for dependents: 
Bachka; Banat of Temesvar; Croatia; Finland; India; Italy; Salvador; 
Slavonia; Transylvania. (c) The following is an incomplete list of 
countries which in imposing an income tax do not allow to citizens of the 
United States not residing in such country either a personal exemption or 
a credit for dependents and, therefore, fail entirely to satisfy the similar 
credit requirement of the statute: Australia; Costa Rica; Great Britain 
and Ireland; Japan; The Netherlands; New Zealand; Sweden. The former 
names of certain of these territories are here used for convenience, in spite 
of an actual or possible change in name or sovereignty. A non-resident alien 
individual who is a citizen or subject to any country in the first list is 
entitled for the purpose of the normal tax to such credit for a persona! 
exemption and for dependents as his family status may warrant. If he is a 
citizen or subject of any country in the second list he is entitled to a credit 
for personal exemption, but to none for dependents. If he is a citizen or 
subject of any country in the third list he is not entitled to credit for either 
a personal exemption or for dependents. If he is a citizen or subject of a 
country which is in none of the lists, then to secure credit for either a per- 
sonal exemption or for dependents he must prove to the satisfaction of the 
commissioner that his country does not impose an income tax or that in 
imposing an income tax it grants the similar credit required by the statute. | 
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(T. D. 2971, February 4, 1920) 
Exchange of Property 
Method of determining gain or loss, article 1563 of regulations 45, amended 


Regulations 45 are hereby amended by substituting for article 1563 as 
it now stands the following: 

Art. 1563. Exchange of property,—Gain or loss arising from the ac- 
quisition and subsequent disposition of property is realized when as the 
result of a transaction between the owner and another person the property 
is converted into cash or into property (a) that is essentially different from 
the property disposed of, and (b) that has a market value. In other words, 
both (@) a change in substance and not merely in form, and (b) a change 
into the equivalent of cash, are required to complete or close a transaction 
from which income may be realized. By way of illustration, if a man 
owning ten shares of listed stock exchanges his stock certificate for a voting 
trust certificate, no income is realized, because the conversion is merely in 
form; or if he exchanges his stock for stock in a small, closely held cor- 
poration, no income is realized if the new stock has no market value, 
although the conversion is more than formal; but if he exchanges his stock 
for a Liberty bond, income may be realized, because the conversion is into 
independent property having a market value. “Market value” is the price 
at which a seller willing to sell at a fair price and a buyer willing to buy 
at a fair price, both having reasonable knowledge of the facts, will trade. 
Property received in exchange for other property has no “fair market 
value” for the purpose of determining gain or loss resulting from such 
exchange when, owing to the condition of the market, there can be no 
reasonable expectation that the owner of the property, though wishing to 
sell, and any person wishing to buy will agree upon a price at which to trade 
unless one or the other is under some peculiar compulsion. It does not fol- 
low that property has no “fair market value” merely because there is no 
price therefor established by public sales or sales in the way of ordinary 
business. The property received in exchange may be real estate, personal 
property, or a chose in action. Where the owner of a bond exercises the 
right, provided for in the bond, of converting the bond into stock in the 
obligor corporation, such transaction does not result in a realization of 
profit or loss, the transaction not being closed for purposes of income taxation 
until such stock is sold. 


(T. D. 2972, February 7, 1920) 
Income Tax 
Amendment to article 141 of regulations 45 


Article 141 of regulations 45 is hereby amended to read as follows: 


Art. 141. Losses.——Losses sustained during the taxable year and not 
compensated for by insurance or otherwise are fully deductible (except 
by non-resident aliens) if (a) incurred in the taxpayer's trade or business, 
or (b) incurred in any transaction entered into for profit, or (c) arising 
from fires, storms, shipwreck, or other casualty, or from theft. They must 
usually be evidenced by closed and completed transactions. In the case of the 
sale of assets the loss will be the difference between the cost thereof, less 
depreciation sustained since acquisition, or the fair market value as of 
March 1, 1913, if acquired before that date, less depreciation since sustained, 
and the price at which they were disposed of. See section 202 of the 
statute and articles 39-46 and 1561. When the loss is claimed through the 
destruction of property by fire, flood, or other casualty, the amount deductible 
will be the difference between the fair market value of the property as of 
March 1, 1913, if acquired before that date, or if acquired on or after that 
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date, its cost, and the salvage value thereof, after deducting from such cost, 
or such value as of March 1, 1913, the amount, if any, which has been or 
should have been set aside and deducted in the current year and previous 
years from gross income on account of depreciation and which has not 
been paid out in making good the depreciation sustained. But the loss shouid 
be reduced by the amount of any insurance or other compensation received. 
See articles 49 and 50. A loss in the sale of an individual’s residence is 
not deductible. Losses in illegal transactions are not deductible. Where a 
person gives property away, or is divested thereof by death, no realization 
of loss results therefrom. 


(T. D. 2973, February 9, 1920) 
Treasury Certificates of Indebtedness 


Instructions relative to acceptance of treasury certificates of indebedness for 
income and profits taxes, supplementing articles 1731 and 1732, regula- 
tions 45 (revised), and superseding treasury decisions 2907 and 2918 

Collectors of internal revenue are authorized and directed to receive at 
par United States treasury certificates of indebtedness of series T 8, dated 
July 15, 1919, series T 9, dated September 15, 1919, series T M 3-1920, dated 
December 1, 1919, and series T M 4-1920, dated February 2, 1920, all 
maturing March 15, 1920, in payment of income and profits taxes payable 
on March 15, 1920. Collectors are authorized and directed to receive at par 
treasury certificates of indebtedness of series T J 1920, dated December 15, 
1919, maturing June 15, 1920, in payment of income and profits taxes pay- 
able on June 15, 1920; treasury certificates of indebtedness of series T 10, 
dated September 15, 1919, maturing September 15, 1920, in payment of in- 
come and profits taxes payable on September 15, 1920; and treasury certifi- 
cates of indebtedness of series T D 1920, dated January 2, 1920, maturing 
December 15, 1920, in payment of income and profits taxes payable on De- 
cember 15, 1920. Collectors are further authorized and directed to receive 
at par, in payment of income and profits taxes payable at the maturity of 
the certificates, respectively, treasury certificates of indebtedness of any 
series maturing on March 15, June 15, September 15, or December 15, 
1920, respectively, and expressed to be acceptable in payment of income and 
profits taxes. Collectors are not authorized hereunder to receive in payment 
of income or profits taxes any treasury certificates of indebtedness not ex- 
pressed to be acceptable in payment of income and profits taxes, or ma- 
turing on a date other than the date on which the taxes are payable. Col- 
lectors are authorized to receive treasury certificates of indebtedness which 
are acceptable as above provided in payment of income and profits taxes, 
in advance of the respective dates on which the certificates mature. Treas- 
ury certificates acceptable in payment of income and profits taxes have one 
or more interest coupons attached, including as to each series a coupon 
payable at the maturity of the certificates, but all interest coupons must 
in each case be detached by the taxpayer and collected in ordinary course 
when due. The amount, at par, of the treasury certificates of indebtedness 
presented by any taxpayer in payment of income and profits taxes must not 
exceed the amount of the taxes to be paid by him, and collectors shall in no 
case pay interest on the certificates or accept them for an amount other or 
greater than their face value. 

Deposits of treasury certificates of indebtedness received in payment of 
income and profits taxes must be made by collectors, unless otherwise 
specifically instructed by the secretary of the treasury, with the federal 
reserve bank of the district in which the collector’s head office is located, 
or in case such head office is located in the same city with a branch federal 
reserve bank, with such branch federal reserve bank. Specific instructions 
may be given in certain instances for the deposit of the certificates with 
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federal reserve banks of other districts and branch federal reserve banks. 
The term “federal reserve bank,” where it appears herein, unless otherwise 
indicated by the context, includes branch federal reserve banks. Treasury 
certificates accepted by the collector prior to the dates when the certificates 
respectively mature should be forwarded by the collector to the federal 
reserve bank to be held for account of the collector until the date of maturity 
and for deposit on such date. 

Collectors of internal revenue are not authorized, unless otherwise noti- 
fied by the secretary of the treasury, to receive in payment of income 
or profits taxes interim receipts issued by federal reserve banks in lieu of 
definite certificates of the series herein described. 

Certificates of indebtedness should in all cases be stamped as follows by 
the collector, and when so stamped forwarded to the federal reserve bank 
by registered mail uninsured: 


This certificate has been accepted in payment of income and profits taxes 
and will not be redeemed by the United States except for credit of the 
undersigned. 


Collector of internal revenue. 


og | errr yee BS a ee 


Collectors should make in tabular form a schedule in duplicate of the 
certificates of indebtedness to be forwarded to the federal reserve bank, 
showing the serial number of each certificate, the date of issue and 
maturity and face value. Certificates of indebtedness accepted prior to the 
date of maturity must be scheduled separately. At the bottom of each 
schedule there should be written or stamped “Income and profits taxes 
De Saedatns »’ which amount must agree with the total shown on the schedule. 
One copy of this schedule must accompany certificates sent to the federal 
reserve bank and the other be retained by the collector. The income and 
profits tax deposits resulting from the deposits of such certificates must in 
all cases be shown on the face of the certificate of deposit (national bank 
form 15) separate and distinct from the item of miscellaneous internal 
revenue collections (formerly called ordinary), but it is not necessary to 
give the separation into corporation income, individual income and profits 
taxes. 

Until certificates of deposit are received from the federal reserve banks, 
the amounts represented by the certificates of indebtdness forwarded must 
be carried by collectors as cash on hand, and not credited as collections, as 
the dates of certificates of deposit determine the dates of collections, 

For the purpose of saving taxpayers the expense of transmitting such 
certificates as are held in federal reserve cities or federal reserve branch 
bank cities to the office of the collector in whose district the taxes are 
payable, taxpayers desiring to pay income and profits taxes by treasury 
certificates of indebtedness acceptable in payment of such taxes should com- 
municate with the collector of the district in which the taxes are payable, 
and request from him authority to deposit such certificates with the federal 
reserve bank or branch in the city in which the certificates are held. Col- 
lectors are authorized to permit deposits of treasury certificates of indebted- 
ness in any federal reserve bank or branch with the distinct understanding 
that the federal reserve bank or branch is to issue a certificate of deposit 
in the collector’s name covering the amount of the certificates of indebted- 
ness at par, and to state on the face of the certificate of deposit that the 
amount represented thereby is in payment of income and profits taxes. 
The federal reserve bank or branch should forward the original certificate 
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of deposit to the treasurer of the United States, with its daily transcript, 
and transmit to the collector the duplicate and triplicate, accompanied by a 
statement giving the name of the taxpayer for whom the payment is made, 
in order that the collector may make the necessary record and forward the 
duplicate to the office of the commissioner of internal revenue. 

This treasury decision amends and supplements the provisions of articles 
1731 and 1732 of regulations 45 (revised), and supersedes treasury decisions 
2907 and 2918. 


(T. D. 2977, February 11, 1920) 
Revenue act of 1918 
Amendment of article 251 of regulations 45, as amended by T. D. 2966 


Article 251 of regulations 45 is amended to read as follows: 

Art. 251. Charitable contributions——Contributions or gifts within the 
taxable year are deductible to an aggregate amount not in excess of 15% 
of the taxpayer’s net income, including such payments, if made (a), to 
corporations or associations of the kind exempted from tax by subdivision 
(6) of section 231 of the statute, or (b) to the special fund for vocational 
rehabilitation under the vocational rehabilitation act of June 27, 1918. For 
a discussion of what corporations and associations are included within (a) 
see article 517. A gift to a common agency (as a war chest) for several 
such corporations or associations is treated like a gift directly to them. 
In connection with claims for this deduction there shall be stated on returns 
of income the name and address of each organization to which a gift was 
made, and the approximate date and the amount of the gift in each case. 
Where the gift is other than money, the basis for calculation of the amount 
of the gift shall be the cost of the property or its fair market value as 
of March 1, 1913, if acquired prior thereto less any depreciation sustained. 
A gift of real estate to a city to be maintained perpetually as a public park 
is not an allowable deduction. The proportionate share of contributions 
made by a partnership to corporations or associations of the kind included in 
(a) above and to the special fund for vocational rehabilitation specified in 
(b) may be claimed as deductions in the personal returns of the partners 
to an amount which, added to the amount of such contributions made by the 
partner individually, is not in excess of 15% of the partner’s net income, 
computed without the benefit of the deduction for such contributions. How- 
ever, the contributions made by the partnership shall not be deducted from 
its gross income in ascertaining the amount of its net income to be re- 
ported on form 1065 (revised). See article 321. 


(T. D. 2979, February 11, 1920) 
Capital Stock Tax 


Amendment of article 41 and article 102, regulations 50, relative to the 
method of computing the fair average value of the capital stock of insurance 
companies for the purpose of the capital stock tax imposed by section 1000, 
revenue act of 1918. 

Subdivision (b), section 1000, title X of the revenue act of 1918, pro- 
vides, as to the special excise tax imposed by that section : 

In computing the tax in the case of insurance companies, such deposits 
and reserve funds as they are required by law or contract to maintain or 
hold for the protection or payment to or apportionment among policyholders 
shall not be included. 

In order to give effect to this provision, article 41 and article 102 of 
regulations 50, relating to the capital stock tax under the revenue act of 
1918, are hereby amended to read as follows: 

Art. 41. Stock insurance companies.—Insurance companies having a 
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capital stock, as distinguished from mutual insurance companies, are tax- 
able upon the same basis as other corporations, whether domestic or foreign, 
except that in computing the tax, such reserve funds (which include de- 
posits) as they are required by law or contract to maintain or hold for the 
protection of or payment to or apportionment among policyholders are not 
to be included. In the case of such companies, the tax will be computed by 
deducting from the total book value of the assets the amount of the actual 
liabilities and legal reserves, unless the facts in the case indicate that the 
book value of the assets is substantially different from their fair market 
value, in which case it is permissible to make proper adjustment. In a case 
requiring such adjustment, the market value of the shares of stock as 
shown by exhibit B or the net earnings of the company as shown by exhibit 
C shall be considered, as well as the market value of the assets. 

Art. 102. Fair value of capital stock—The fair average value of capital 
stock for the purpose of determining the amount of the capital stock tax 
must not be confused with the market value of the shares of stock where 
it may be necessary to determine such value under other provisions of the 
revenue laws. The fair average value of capital stock, the statutory basis 
of the tax, is not necessarily the book value, or a value based on prices 
realized in current sales of shares of stock, or even the earning value, 
although it is often more directly dependent upon the last. It should usually 
be capable of appraisal by officers of the corporation having special knowl- 
edge of the affairs of the corporation and general knowledge of the 
line of business in which it is engaged. Provision is accordingly made 
in exhibit C of form 707 (revised) for the tentative determination of 
the fair value of the capital stock by capitalizing the net earnings of the 
corporation on a percentage basis fixed by its officers as fairly representing 
the conditions obtaining in the trade and in the locality. If possible, illus- 
trations drawn from similar corporations should be cited in support of the 
percentage adopted. But such fair value, except in the case of insurance 
companies, must not be set at a sum less than the reconstructed book value 
shown by exhibit A, unless the corporation is materially affected by extra- 
ordinary conditions which support a lower figure, which, however, under any 
conditions could only be slightly less than such reconstructed book value. 
In any such cases a full explanation must accompany the return. The com- 
missioner will estimate the fair value of the capital stock in cases regarded 
as involving any understatement or undervaluation. For the method of 
computing the fair average value of capital stock in the case of insurance 
companies see article 41, as amended. 
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Epitep By SEyYMouR WALTON 
(Assistep By H. A. Finney) 


INSTITUTE EXAMINATIONS, NOVEMBER, 1919 


In regard to the following attempt to present the correct solutions to the 
questions asked in the examination held by the American Institute of Ac- 
countants in November, 1919, the reader is cautioned against accepting the 
solutions as official. They have not been seen by the examiners—still less 
endorsed by them. 


THEORY AND PRACTICE, PART 2 


Answer Questions 1 and 2 and Five Others 
Question 1: 


A and B trading in partnership decide to admit C as from January 1, 
1919. 

They agree with C as follows: 

C is unable to contribute any tangible assets as his capital investment, 
but agrees to allow his share of the profits to be credited to his capital 
account until he shall have one-fifth interest. C is to share profits and losses 
to the extent of one-fifth. 

C is to receive a salary of $3,000 per annum, payable monthly, in addition 
to his share of profits. 

Balance-sheet of A and B at December 31, 1918, is as follows: 











Assets Liabilities 
EE Wicnccsiuenndaeensscc $1,500 Accounts payable.......... $8,000 
Accounts receivable........ 10,000 Capital accounts 
Merchandise ............... ae ee eee $10,000 
Furniture and fixtures...... 1,500 PR RES Oe 5,000 
Peers eee 2,500 15,000 
$23,000 $23,000 











During the six months ended June 30, 1919, the business has sustained 
unusual losses, and it is decided to dissolve the partnership. 
The balance-sheet at that date is as follows: 











Assets Liabilities 
RAR een cee eee een $500 Accounts payable........... $12,500 
Accounts receivable........ 12,500 Capital accounts 
Merchandise .............. 5,000 BE sxtaidatacadane $10,000 
Furniture and fixtures...... 1,500 ON ee: 5,000 
a fe ere 2,500 15,000 
Deficit 

Being loss on trading for $27,500 
SIX MOMS... 0.0665 0006 5,500 — 
$27,500 


Accounts receivable were sold for $0,000, the buyer assuming all re- 
sponsibility for collection and loss, if any. 
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Merchandise realized $6,500 and furniture and fixtures $500. 

You are asked to make an examination of the accounts from January Ist 
and to prepare statements showing the realization of assets, the adjustment 
of the pertnership accounts and the distribution of the funds. 

In your examination you find that C has not drawn his salary for four 
months, and that B has advanced to the partnership $2,500 by way of a 
temporary loan. These liabilities you find are included in the sum of 
$12,500, shown as accounts payable. 

C is ascertained to be worthless. 

Answer to Question 1: 


REALIZATION STATEMENT 


Book value Loss or gain Cash realized 

Cash (already realized)...... Seem:  —  seeeeds $500.00 
Accounts receivable .......... 12,500.00 $3,500.00 9,000.00 
Furniture and fixtures........ 1,500.00 1,000.00 500.00 
EE ee 2,500,00 SOG Cink etn 

$7,000.00 

IE EEE CTO 5,000.00 1,500,00* 6,500.00 
ME inc evince apeeewse's $22,000.00 $5,500.00 $16,500.00 
Loss on trading per balance-sheet................cs cece eeeees . $5,500.90 
a ise dees tne coder eabceeaseeseesners 5,500.00 
Total loss to be charged to partners. .........ccccceeceees $11,000.00 





As nothing is said as to the ratio in which A and B sharé their four- 
fifths of profits and losses, it must be assumed that they share them equally, 
two-fifths to each. 

C’s unpaid salary would be paid first, after all the creditors had been 
satisfied; then B’s loan; and finally any balances remaining at the credit of 
any of the partners, provided that, if the capital account of either B or C 
has a debit balance when the losses are charged off, the credit for loan or 
salary must be offset against it. 

If Chas a final debit balance, it is a loss to A and B and must be charged 
off equally between them. 

The following shows the adjustment of the partners’ accounts and the 
distribution of the funds: 

LIQUIDATION STATEMENT 


Total A cap. B cap. Bloan Csalary Creditors 

Balances before di- 
viding losses..... $27,500 $10,000 $5,000 $2,500 $1,000 $9,000 
"ReGRE TORRES. ... 5.00 11,000 4,400 AMR  nkese Oe | -kends 








$16,500 $5,600 $600 $2,500 $1,200 Dr. $0,000 


C’s account charged 








i ictenedwshe bees 600 ae 1,200 Cr, 
Final balances....... 16,500 5,000 0 2,500 oO 9,000 
Cash payments....... 16,500 e- pesun io 9,000 
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Question 2: 

The Pan-American Chemical Company, a New York corporation, owns 
a plant in Chile where nitrate of soda is manufactured and shipped to the 
United States. The accounts in Chile are kept in the local currency (pesos), 
and the following is a summary of the transactions during 1918: 

1/1/18 New York remitted by telegraphic transfer $30,000, which real- 

ized 120,000 pesos. 

4/1/18 New York remitted $30,000, realized 150,000 pesos. 

7/1/18 New York remitted $30,000, realized 180,000 pesos. 

10/1/18 New York remitted $30,000, realized 150,000 pesos. 

There was paid in wages for plant construction 120,000 pesos. 

There was paid for operating 300,000 pesos. 

At December 31, 1918, the unpaid payroll for operating labor amounted 
to 60,000 pesos, and one-sixth of the nitrate produced during the year re- 
mained in inventory. 

You may assume that the production, construction and shipments were 
spread evenly over the whole twelve months, and that the only element 
entering into costs of production and construction in Chile was labor. 

The average quoted exchange rates in Chile and New York were as 
follows: 

E/t/te fe 6/OOAE..2- eo cence ; le 

TPES UE OD 19 / BN. onic hes one ses AcoSe aie anid ave Reta 5 pesos = 1.00 


4 At the close of business 12/31/18 the rate suddenly dropped to 6 pesos = 
$1.00. 

You are required to show the accounts affected in both pesos and 
\merican dollars and to prepare a trial balance as at 12/31/18, for the 
purpose of incorporating the Chilean accounts on the New York books. 
Answer to Question 2: 

Fixed assets are not affected by variations in exchange after payment is 
inade for them; they continue to be carried at what they cost originally, as 
far as exchange goes. The value of floating assets on hand must be ad- 
justed in accordance with the rate of exchange prevalent when a statement 
is prepared, and the same is true of floating liabilities. 

In determining the cost of both construction and operation, the principle 
ef “first in—first out” is adopted—that is, the items paid for out of the 
first remittance are charged at the rate of that remittance until it is ex- 
hausted; then the second remittance is taken up, and so 0». 


Cash 
$ Pesos $ Pesos 
1/1/18 From H. O..30,000 120,000 3/31/18 Operations ...22,500 90,000 
Construction.. 7,500 30,000 





30,000 120,000 30,000 120,000 


1/1/18 From H. O...30,000 150,000 6/30/18 Operations ...18,000 90,000 
Construction. . 6,000 30,000 
Balance ...... 6,000 30,000 














30,000 150,009 30,000 150,000 
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Cash 

$ Pesos $ Pesos 
‘1/18 Balance . 6,000 30,000 9/30/18 Operations ... 4,500 22,500 
/1/18 From H. O..30,000 180,000 Construction.. 1,500 7,500 
Operations ...11,250 67,500 
Construction.. 3,750 22,500 
Balance ...... 15,000 90,000 
36,000 210,000 36,009 210,000 
‘1/18 Balance .....15,000 90,000 12/31/18 Operations 5,000 30,000 
/1/18 From H. O. .30,000 150,000 Construction.. 5,000 30,000 
Balance .. .35,000 180,000 
45,000 240,000 45,000 240,000 

‘31/18 Balance ....35,000 180,000 12/31/18 Exchange to 

aasust ..... 5,000 
Balance 30,000 180,000 
35,000 180,000 35,000 180,c00 
2/31/18 Balance ....30,000 180,000 


If there had been no fall in exchange the balance on hand in pesos would 





have been worth $35,000. Owing to the variations in exchange the balance 
is worth only $30,000, and an entry must be made in the dollar column only, 


to adjust the difference by a charge of $5,000 to exchange account. The 
same explanation covers the two other exchange entries 
Iages Payable $ Pesos 
12/31/18 Operations 10,000 60,000 
Operations 
$ Pesos 
3/31/18 Cash 22,500 90,000 6/30/18 Shipments 50,000 150,000 
6/30/18 Cash 18,000 90,000 12/31/18 Shipments 30,000 150,000 
9/30/18 Cash 4,500 22,500 12/31/18 Balance 10,000 60,000 
9/30/18 Cash 11,250 67,500 
12/31/18 Cash 5,000 30,000 
Wages pay- 
able 10,000 60,000 
Exchange to 
adjust 18,750 
90,000 360,000 90,000 360,000 
12/31/18 Balance 10,000 60,000 














This balance is the inventory of nitrate on hand 
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Construction 
$ Pesos $ Pesos 
3/31/18 Cash ...... 7,500 30,000 12/31/18 Balance .... 23,750 120,000 
6/30/18 Cash ...... 6,000 30,000 
9/30/18 Cash ...... 1,500 7,500 | 
9/30/18 Cash ...... 3,750 22,500 | 
12/31/16 Cash ...... 5,000 30,000 j 
23,750 120,000 23,750 120,000 
12/31/18 Balance ... 23,750 120,000 


Home Office 


6/30/18 Shipments.. 50,000 150,000 1/ 1/18 Cash ....... 30,000 120,000 




















12/31/18 Shipments.. 30,000 150,000 4/ 1/18 Cash ....... 30,000 150,000 
’ Balance ... 50,000 300,000 7/ 1/18 Cash ....... 30,000 180,000 
10/ 1/18 Cash ....... 30,000 150,000 ; 
12/31/18 Exchange to i 
adjust .... 10,000 ; 
| [30,000 600,000 130,000 600,000 
| 12/31/18 Balance ..... 50,000 300,000 : 
Exchange 4 
a 
12/31/18 Home office. 10,000 12/31/18 Operations... 18,750 ’ 

NA aca 5,000 
Balance ... 3,750 ! 
P| a i 
18,750 18,750 


TRIAL BALANCE 


December 31, 1918 


——Dollars— -~——— Pesos——— 
ere ee Se 30,000... WOQ0G ks sis 
Wages payable............... a. “Gphatata re 60,000 
Inventory, nitrate ......... a 10,000 A se es ee 
CN os ks sz 5. xeecpraeiatns 23,750 Petgcte 120,000 para 
Ne co dawstdesan sani 50,000 _~Ct#éi 300,000 ' 
Exchange .. ae eer, Lr tc . | | ee 
! 63,75 63,750 360,000 360,000 








On the New York books all the items would be reversed, being credit 
where the above are debit and debit where these are credit. The dollars 
would be in the last, or significant, columns, and the pesos in the first, or 
explanatory, columns, and the home office account would be the Chile account. 
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Question 3: 

If in consolidating the accounts of a holding company and its subsidiary 
companies, you find that in the case of one of the subsidiary companies the 
holding company owns only 60% of its voting stock, state briefly how you 
would treat this subsidiary company’s accounts in the consolidated balance- 
sheet and why your proposed treatment reflects the true financial position 
of the combined companies more clearly than other methods with which 
you may be familiar. 

Inswer to Question 3: 

When a holding company does not own substantially all the stock of a 
subsidiary company, it is usually better to carry the stock of the sub- 
sidiary as “investment in subsidiary companies controlled.” 

The object of a consolidated statement is to show the true condition of 
all the companies as one enterprise, by combining the assets and liabilities, 
eliminating those inter-company items which are at the same time assets in 
one company and liabilities in another company of the combination. 

When there are minority stockholders of a subsidiary company, they have 
an interest in the assets and share in the liabilities of their company to a 
degree proportionate to the amount of stock they hold. The consolidation 
is concerned in reality with only its own share of these assets and liabilities. 
However, in the ordinary form of a consolidated statement, the consolida- 
tion is represented as owning all the admitted assets and as owmmg all the 
admitted liabilities, and in addition as being indebted to the minority stock- 
holders, This plan unduly swells both the assets and the outside liabilities, 
for the minority stockholders are outsiders to the combination. When the 
ownership of the stock is almost complete, the proportion due to the minority 
stockholders is so small that this inflation of debits and credits may be 
ignored, especially when the holding company stands ready at any time 
to take up the minority stock at book value. But when the minority interest 
is large this overstatement becomes more or less misleading. 

In the case in question the consolidated balance-sheet should carry the 
60% stock at its book value as “investment in subsidiary company con- 
trolled,” and should also show separately any account due to or from that 
company. 

Ouestion 4: 

From the following comparative balance-sheets of the ABC Company 
at December 31, 1917, and December 31, 1918, prepare a short statement 
showing the funds realized during the year and the disposition made 
thereof : 

Assets: Dec. 31,1917 Dec. 31, 1918 
IEE GE COL TT PT ONE: $600,000.00 $900,000.00 
(Replacement values as shown by appraisal 

were used at December 31, 1918.) 


Ere eee ca sis ca Gieiy I 000,000.00 1,100,000,00 
Accounts receivable ....................0. 850,000.00 800,000.00 
las he bide add Rime asinee woe 200,000.00 550,000.00 
iN 5 os hci a ks gualik aon 4 6.4 secon 20,000.00 10,000.00 





$2,670,000.00 $3,420,000.00 
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Liabilities: 
Capital stock 
ee re 
Capital surplus, representing excess of sound 

replacement value of appraisal at Decem- 
ber 31, 1918, over the book value of capital 
assets at that date.. 
Bank loans 
\ccounts payable 
Reserve for depreciation and replacement. .. 
(The reserve at December 31, 1918, repre- 
sents the difference between the replacement 


y and sound value of the appraisal at December 
31, 1918.) 
PEE 00.av-s creda eels peeear nanan 
» 
Note 


year amounting to $200,000. 


Dec. 31, 1917 


Dec. 31, 1918 





$1,000,000.00 $1,000,000.00 
SPAS ee 500,000.00 
ice an [50,000.00 
750,000.00 400,000.00 
500,000.00 600,000.00 
100,000.00 200,000.00 
320,000.00 570,000.00 
$2,670,000.00 $3,420,000.00 








—The profits for the year were $450,000 and dividends were paid during the 
The sum of $100,000 was charged to operation for depre- 


ciation during the year, and $50,000 was charged against the reserve for replacements. 























Jareteer ta Ouestion ‘: 
THE ABC COMPANY Exhibit A 
COMPARATIVE BALANCE-SHEETS 
Assets Dec. 31,1917 Dec. 31, 1918 Decrease Increase 
Capital assets..... $600,000.00 $900,000.00 _............... $300,000.00 
, Inventories 1,000,000,00 —_1,160,000.00 160,000.00 
\ccounts receivable 850,000.00 800,000.00 50,000.00 es ae 
eee 200,000.00 550,000.00 __............. ... 350,000.00 
Deferred charges 20,000.00 10,000.00 10,000.00 
$2,670,000,00 $3,420,000.00 $60,000.00 $810,000.00 
Pack SONNE Wh NIN a ono ake eases yp 
cs 5 amend $810,000.00 $810,000.00 
Capital, Liabilities and Reserves ————— — 
Capital stock.:...... $1,000,000.00 $1,000,000.00 ww. eee cee eee 
NE aa. sat carla Soames 500,000.00 500,000.00 
Capital surplus.... aes oe re 150,000.00 
Bank loans........ 750,000.00 400,000.00 i Le | —rTr 
Accounts payable.. 500,000.00 600,000.00 100,000.00 
Reserve for de- 
preciation and re- 
I placements ...... 100,000.00 POOMOCGO oc icciicn 100,000.00 
re 320,000.00 STOGENGD ko esses 250,000.00 
$2,670,000.00 $3,420,000.00 $350,000.00 $1,100,000.00 
Net increase in capital, liabilities and reserves. ee 
° $1,100,000.00 
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Although the capital assets have increased $300,000 during the year, the 
statement of application of funds should show only the increase caused by 
purchases during the year and not the increase caused by the book entry 


adjusting the assets to the appraisal value. 


This adjusting entry included a 
credit to capital surplus..... 
and a credit to the reserve 
for depreciation, which may 
be computed thus: 

Balance at Dec. 31, 1918 


(per problem).......... $200,000.00 
Consisting of balance at 

Se $100,000.00 
Less debit for replacements 

Ge PINS occ ken kas 50,000.00 
se ela. ae bbe ws $50,000.00 
Add depreciation charged to 

operations at Dec. 31,1918 100,000.00 
Balance before appraisal 

adjustment entry........ 150,000.00 
Appraisal adjustment credit 

to reserve 


Total credits in appraisal adjustment entry.............. 
The debit to the capital assets accounts must therefore have 
been $200,000. Now, since the balance after making this 
entry was.. 


and since the debit for the appraisal adjustment was 


The balance before the adjustment must have been...... 
Consisting of balance at Dec, 31, 1917....... 


$600,000.00 
Less replaced assets closed out to reserve. 50,000.00 


Net amount 


Purchases during 1918. 


THE ABC COMPANY 
STATEMENT OF APPLICATION OF FUNDS 
Year Ended December 31, 1918 
Funds provided: 


By operating profits 
Net profit . gas aia weiner encmall «aeons $450,000.00 
\dd back depreciation charged to opera- 
tions . i eaties 100,000.00 
By sale of bonds 


Total funds provided 
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$150,000.00 


50,000.00 
$200,000.00 


$900,000.00 
200,000.00 


$700,000.00 


550,000.00 


$150,000.00 








Exhibit B 


$550,000.00 
500,000.00 


$1 ,050,000,.00 
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Which were applied as follows: 


Pe RE Ge I 6. bb oS ksccddescéctseceizctiiinde 200,000.00 
We OE I I ok ooo nk os kas ncedaebadiae es 150,000.00 
To net increase in working capital and deferred charges 

ERNE Ss Pears hota t ae cnaneuicce ie ead bee 700,000.00 


ce. Rey Penne rere ery one r Cre ere: $1,050,000.00 


Schedule of Working Capital and Deferred Charges 























Exhibit C 
> Decrease Increase 
Current assets Dec. 31,1917 Dec. 31, 1918 work.cap. work. cap. 
Inventories ....... $1,000,000,00 $1,160,000.00 160,000.00 
Accounts receivable 850,000.00 800,000.00 $50,000.00 
Rs ahs a 200,000.00 550,000.00 350,000.00 
350,000.00 
Total current as- 
ON kits cee $2,050,000.00 $2,510,000.00 
Current liabilities 
Bank loans........ $750,000.00 $400,000.00 350,000.00 
Accounts payable.. 500,000.00 600,000.00 100,000.00 
; Total current lia- 
bilities .....5. $1,250,000.00 $1,000,000.00 
Working capital... $800,0c0.00 $1,510,000.00 
Increase in working a 
COPMRD 66... 710,000.00 





$860,000.00 $860,000.00 























Deferred charges.. $20,000.00 $10,000.00 $10,000.00 
Summary 

Increase in working capital.... $7 10,000.00 

Less decrease in defer’d charges 10,000.00 

ING MRONGIOE o.oo sccedsatisvee $700,000.00 


Ouestion 5: 

Is there any distinction between the figure shown as “invested capital” 
in a corporation’s excess profits tax return and the capital value upon 
which capital stock tax is calculated? 

Inswwer to Question 5: 

There is a very decided distinction between the figures shown as in- 
vested capital in the excess profits tax return of a corporation and the capital 
value upon which the capital stock tax is calculated. In fact, these figures 
have nothing whatever in common. The treasury department states: “As 
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the invested capital is based upon the actual investment of the stockholders 
in the corporation, irrespective of the present value of its assets, and in 
the case of the capital stock tax the fair value looks to the present value 
of the corporation’s assets, irrespective of the amount of the investment 
of the stockholders therein, the amount determined as the fair value of the 
capital stock for the purpose of the capital stock tax can have no bearing 
upon the determination of invested capital.” Both these terms, being 
used in taxing statutes, must be interpreted in the way in which they are 
employed by the legislative body and subject to any express limitations, 
qualifications or definitions enacted by the legislative body. The computa- 
tion of the capital stock tax is based upon “the fair average value of its 
capital stock for the preceding year ending June 30.” Since the statute 
does not purport to define “fair average value” these words must be detined 
with reference to their common meaning, and elements of fair value must 
of course be considered, with reference to the stated time. Cost is not 
always the same as value but is evidence of value. Value implies not only 
the amount of money equivalent in ordinary circumstances, but also the 
possibility of realizing a money equivalent in the future. Thus present 
value must be increased or reduced in view of the expectation of a future 
value greater or smaller than the amount which could be realized at present. 
Since the stock represents the ultimate ownership of all the property of the 
corporation, the value of the stock will depend upon the present value of all 
the assets of the corporation. Since the stock represents the right to receive 
the profits earned by the corporation, the value of the stock will reflect the 
possibility of profits in the business of the corporation. Therefore, the 
fair average value of the stock must be estimated after a consideration of 
the present fair value of the assets of the corporation, which may be more 
or less than cost, and must include all assets whether carried on the books or 
not. It must also reflect a consideration of the price of the stock fixed by 
buyers and sellers in transfers actually made during the time in question 
and of the income-producing possibilities of the stock, as indicated by 
earnings of the company in the past and the probability of earnings in the 
future. All these factors must of course be considered in relation to the 
average for the preceding year ending June 30th. None of these questions 
of value is involved in the question of invested capital. 

On the other hand, the statute attempts to define the invested capital 
by specifying exactly what shall be included and what shall be excluded. 
Therefore the common meaning of the words “invested capital” is not at 
all material, but general principles and ordinary standards may be employed 
only to interpret the words used in the statutory limitations and to explain 
deficiencies, omissions for ambiguities in the statutory provisions. Not to 
refer to the limitations specifically, it may be stated that the statute pro- 
vides in general that the invested capital consists of money or money- 
equivalent actually invested in the business of the corporation by the stock- 
holders, together with amounts earned in the business and distributable to 
the stockholders but allowed by them to remain employed in the business. 
This general statement is subject to limitations with respect to the rela- 
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tive amount of certain kinds of money-equivalent (intangible property ) 
paid in by the stockholders, and subject further to the restrictions with 
respect to the employment of the invested capital during the taxable year 
in certain assets described as inadmissible. It will be seen that this definition 
refers to the acquisition of capital and has no reference to present values 
of any property, which is the characteristic feature of the value used for 
the capital stock tax. 

The invested capital involves the value of property only as to property 
invested in the business by the stockholders instead of money, and conse- 
quently the money value at the time of the investment determines the extent 
to which such property should represent invested capital. It is, however, 
possible that the determination of accumulated profits may involve property 
valuation. Here the general principles apply, to the effect that profits are 
not earned unless adequate provision has been made for the disappearing 
value of property which is being exhausted in the business, and that a mere 
increase in the value of property is not a profit until it has been realized. 
The fact that intangible property may be included in the invested capital 
only to an amount arbitrarily fixed by the statute with reference to the par 
value of outstanding capital stock may result in a great discrepancy between 
the invested capital and the value of the property invested in the business, 
even as of the time of the investment. It is obvious that the differeiice 
hetween the time considered in fixing the invested capital and the specified 
period for fixing the value of the shares of stock is apt to result in dis- 
crepancies even more substantial. (Answered by Kixmiller & Baar, counsel 
for Commerce Clearing House.) 


Ouestion 6: 


In setting up the balance-sheet of a corporation which has an issue of 
100,000 shares of stock of no par value, but a stated value of $5 a share. 
and an excess of assets over liabilities of $1,500,000, how would you show 
the capital on the balance-sheet ? 


Answer to Question 6: 


‘Stated value” meats the value at which the stock was issued. Since 
this value is $5 a share the stated capital is $500,000. The net worth being 
$1,500,000 there must be $1,000,000 of earned profits left in the business— 
in other words, there is a surplus of that amount. This surplus is additional 
capital and could be transferred to the credit of capital stock. The objection 
to doing this by an actual entry is that it would then become permanent 
fixed capital, and the fact that it is earned instead of being paid in would 
he overlooked. It is therefore better to show the capital as two items, thus: 





Capital : 
Capital stock (no par value), 100,000 shares 
$60G08 Ob. cikscnsscsideevsvectesscess: SORRRRROD 
Surplus accumulated from profits.......... 1,000,000,00 
oo eee ee ee nk AT $1,500,000.00 
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Question 7: 
State how you would show on the balance-sheet, if at all, consigned goods 
held for account of a principal. 


Answer to Question 7: 

As a consignee has no title to the goods consigned to him, he cannot 
include them among his assets, and as he does not owe anything to the con- 
signor until the goods are sold, there is no item to be included in his lia- 
bilities. Therefore there is no reason for the appearance of unsold consign- 
ments on the balance-sheet in any way. 

If advances have been made or expenses paid on account of any consign- 
ments, the amount would appear as an asset in the balance-sheet under the 
title “advances on consignments.” 


Question 8: 


In which section of the balance-sheet and in what order would you show 
the following items: wages, accounts payable, taxes, notes payable, interest 
accrued payable? 


Answer to Question 8: 

It is assumed that wages and taxes are both accrued accounts payable, 
not yet due. ' 

All the items are current liabilities and would appear on the balance- 
sheet as follows: 


Current liabilities: 


I iss ons hoki eke ee eebwenabe bee RRS XXX 
EEE Eee eee eee 
RIN tien eins d ep awa ash a ans Laeaeaures xxx 
I EE «so dindcavacls st bencakesecoecseace ee 
I esc dun da die minha ahcebin say de. wind dae XXX XXX 





Question 9: 
Would you advise showing profits for prospectus purposes before or after 


deducting war profits and income taxes? State your reasons briefly. 


Inswer to Question 9: 

Before deducting the taxes. The taxes do not affect the profits of the 
business as an operating enterprise. The theory is that a business makes 
certain profits from its normal operations and then shares those profits with 
the government in return for the benefits conferred by the government. 
Real estate and personal property taxes are payable whether a concern does 
or does not make profits, but war profits and income taxes are payable only 
in case there are profits out of which they can be paid. A prospective in- 
vestor knows that if the taxes are heavy it must be that the profits are cor- 
respondingly large, and that he will get his share in any event. 


Bonus To SALESMEN 
Editor, Students’ Department 
Sir: Would you kindly favor me with your opinion as to the solution 
of the following problem given in the June, 1919, C. P. A. examination 
(New York) in practical accounting ? 
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“The president of a corporation engaged four salesmen on a salary and 
profit-sharing basis. To one he gave 40% of the profits, to the other three 
20% each. The profits of the corporation were $102,608.18. Show pro- 
portion of profits payable to each salesman.” 

Inasmuch as the profit-sharing basis is not given in the problem can you 
point out anything further that can be submitted in answer, but the simple 
proportions of 40-20-20-20 of $102,608.18? 

Your reply will be very much appreciated, 

Very truly yours, 
H. K. 


Contracts with employees giving them a certain percentage of the profits 
are subject to either of two interpretations. If they are considered division 
of profits they are calculated on the net profits as they appear before the 
bonus is deducted. If they are to be treated as salary, they must be based 
on the net profits after they have been deducted. 

In the case in point they could scarcely have been intended to be part of 
the disposition of profits, since they amount to 100%, so that the four 
salesmen would receive all the profits, however large, and the stockholders 
would get nothing. On this basis, also, if there had been a fifth salesman 
included, the profits divided would be greater than those earned. 

If considered salaries the profits as shown would be the actual net 
profits plus 100% to be given as bonus salaries. That is, $102,608.18 would 
be 200% of the net profits. Then the net profits would be 100%, or 


$51,304.09 

Of this the first salesman would get 40%.... $20,521.64 : 
The second would get 20%...............4.. 10,260.82 
The third would get 20%..............0000. 10,260.82 
The fourth would @et 20%... c.ccccnsccccess 10,260.81 
$51,304.09 
and there would be left net profits of........ 51,304.09 
$102,608.18 


Contracts of this kind should always specify exactly how they are to 
be construed, whether as division of profits or as expense in the form of 
additional salaries. 


ANOTHER Bonus CASE 


Editor, Students’ Department: 


Sir: May I presume on your kindness to ask you to let me know what 
is the correct way to handle income and excess profit tax payments in a 
case like the following, at the same time giving the reasons for so treating 
the charge? 

A corporation makes a contract with an employee to pay him a salary of, 
say, $100.00 a month, plus 5% of the net profits up to $8,500, plus 50% 
of the net profits in excess of $8,500.00. 

The income and profits tax, we will say, is $1,800.00 and the net profit 
(income tax $1,800.00 being first deducted) is $12,000.00 for the year 1918. 

Is that employee’s bonus computed on $12,000 or on $13,800? 
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As the auditor of this company | was called upon to determine his 
bonus, and I computed it on $12,000.00, that is 5% of $8,500.00. $425.00 
lus 50% of $3,500 Age AE. 5 20 ae ae 1,750.00 


I crap Gre Mee veil) end Wet ias gean Diese aah ee OG Paid drabentisent dice seis $2,175.00 


He claims that the profits are $13,800.00, and he is suing the company for 
a settlement on that basis. He is suing on the opinion of a C. P. A., who 
claims that income and excess profit taxes are not deductible from profits, 
or, what amounts to the same thing, do not affect profits. 

As there can be two honest opinions on the subject totally at variance 
and by members of the same association, the American Institute of Ac- 
countants, | would appreciate it very much to have your official opinion on 
this point. 

I find at least six New Orleans members of vour association who think 
as I do. 

Thanking you in advance for your reply, I beg to remain, 

Yours respectfully, 
= % BP. 


Your letter states a problem that cannot be solved without a knowledge 
of the intentions of the parties when they made the contract. 

The question hinges on the point of what the additional remuneration 
to the employee was considered to be. It might have been a disposition of 
profits, as you have treated it, or it might have heen a salary based on the 
success of the year’s business. 

Your letter says “a salary of $100 a month plus 5%, etc.,” which dis- 
tinctly treats both the bonuses as part of the salary. If this were so, the 
total amount paid the employee would have been an expense of operation, 
and as such would have reduced the profits and therefore the income tax. 
This is the logical interpretation of the contract, as an employee, as such, 
has no claim on the net profits but may have a salary that is measured by 
the profits that he has helped to make. If this is the case, his bonus must 
he deducted before the tax is found, and at the same time the tax must 
first be deducted before his bonus is fixed. How that is done was shown 
in this department in the May, 1919, issue. 

As it seems to have been agreed that the bonus is a disposition of profits, 
the only question to be answered is whether or not the tax is an expense 
to be deducted before the bonus is calculated. In my opinion there is no 
doubt about it. If it is not an expense it must be an asset. An expenditure 
of money must be one or the other. 

Again, if the tax is not an expense, the net profits of the year would 
be $13,800. Suppose that there were no question of a bonus or any further 
expense, and that the surplus had an old balance of $1,200, making the 
new balance $15,000? Does any one claim that the company could declare 
a dividend of $15,000? But if provision for the tax of $1,800 must be made 
before the profits are divided among the stockholders, how can it be ignored 
hefore the profits are divided with the employee? It would be interesting 
to know how the experts for the employee will answer that question. 

Viewing the bonus as a disposition of profits, I am of the opinion that 
vour treatment of the case was correct. 
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INCOME TAX PROCEDURE, 1920; EXCESS PROFITS TAX PRO- 
CEDURE, 1920 (2 vols.), by Ropert H. Montcomery. The Ronald 
Press Company, New York. 

When this perennial publication, /ncome Tax Procedure, is examined 
one must first of all admire the splendid organization of material and effort 
during the year which makes possible its prompt issue. [or popular use 
and wide appeal the book could scarcely be improved. In it there is some- 
thing for the novice, something for the expert, something for the average 
professional man who is neither the one nor the other. 

Without wishing to impose too much upon the author, it is felt that he 
could perform a still further service to our profession by preparing for next 
January, in addition to his regular issue, a tax manual designed solely for the 
expert and the near-expert. Such persons are interested chiefly in what 
the author has to say about the law and the practice under it. For them it 
would not be necessary to print the law, the regulations, reported decisions 
and copies of the forms. While it is convenient to have these matters under 
the same cover with the author's comments, the space required could be 
much more profitably devoted to comments alone. Possibly the publishers 
could arrange to furnish with each volume (on a cost-plus basis) copies of 
the official publications. If that practice were adopted, it would be neces- 
sary to quote exactly only when the author’s comments turned upon precise 
terminology. 

The most notable departures from the 1919 issue are the printing of a 
separate volume for the excess profits tax procedure and the inclusion of 
chapters on the New York state income tax (on individuals) and the New 
York state franchise tax (on corporations). Among minor improvements 
may be mentioned a simplified table of contents and section indexes to the 
current laws. The principal introductory chapters are retained, and are as 
helpful as heretofore in furnishing the necessary perspective through which 
to view the complex details of the present law and the modifications of 
preceding ones. 

In view of the excellences of the book, it may perhaps be ungracious 
to ask, like Oliver Twist, for more, but would it not be useful to insert in 
the next issue an outline of procedure to be followed in preparing returns? 
Such a schedule could cover in the first place a detailed list of facts to be 
ascertained both in cases where previous returns had not been prepared by 
the present accountants and in cases of continuing engagements. An out- 
line of this sort calling specifically for analyses of accounts in accordance 
with the information required on the returns would be of great suggestive 
value, and would assist materially in the preparation of reconcilement 
statements such as that proposed on page 118 of the excess profits volume. 

\mong the timely topics covered are the comparison of the New Yor: 


237 











The Journal of Accountancy 


state laws with the federal law and the discussion of amortization of plant 
used for war purposes. In lighter vein, there is the query whether the value 
of stolen liquor can properly be deducted, and whether, after all, there can 
be a market price for contraband property. It is still necessary for the 
author to complain of over-centralization in the administration of the 
law—a condition which is likely to persist until republics cease to be un- 
grateful and become willing to meet commercial competition in the matter 
of salaries. In the discussions of taxation of capital gains, of the ex- 
pedient known as the “closed transaction” and of the income from stock 
dividends there are sound economics and sound law. The author reaches a 
high moral plane in commenting on the duty of civilians to report as taxable 
income the money value of perquisites, such as the personal use of auto- 
mobile, railroad passes afd the like. 

The general plan of the 1920 book is similar to that of preceding issues. 
There are appendixes containing illustrative returns, copies of forms and 
complete copies of the laws. The 52-page double-column index of the 
income tax book and a similar 27-page index of the excess profits book are 
as complete as could be desired. Much practical advice throughout the 
volumes will assist in properly resolving reasonable doubts in favor of the 
taxpayer, but no one will be aided by it in evading taxation. 

One of the helpful features is the author’s frankness in disagreeing with 
certain regulations. For instance, when one hesitates to be bound by article 
857 because it seems unsupported by the law, it is a moral support, at least, 
to find the author branding the article as erroneous. The discussion of the 
troublesome sections 325 and 326 is much more enlightening in the 1920 
edition than in that for 1919. It is difficult to see how the text on page 158 
of the excess profits book could be made clearer. The formula for ascer- 
taining invested capital is substantially the same as in the 1919 edition. 

One doesn’t need to agree with the author in all points in order to put 
the book to practical use. Matters of theory, such as the proper way to 
record treasury stock, matters of law like the seeming discrimination by the 
treasury against fiscal year corporations and matters of economics in the 
levying of extra taxes on corporate forms of organization, are subject 
to reasonable difference of opinion. Many readers will note minor points 
which could perhaps have been more adequately covered. For instance, 
why not add an illustration in the case of the payment by a vendee, to a 
vendor, of taxes on the vendor’s profits from the sale? The calculation 
involved would be roughly analogous to that wherein an employee is to 
hear a proportionate share of the taxes remaining after his compensation 
has been charged as an expense. Again, the author might have summarized 
the arguments made by the secretary of the treasury in the latter’s sug- 
gestion that section 200 be amended. Possibly this latter omission was 
intentional in order to avoid suggesting ways whereby the personal service 
corporation could be misused in escaping surtaxes. Differences of opinion 
as to theories and differences in practice on minor points are immaterial 
when the value of the edition as a whole is considered. 

Haroiy Duprey GREELFY 
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A SURVEY OF COMMERCIAL EDUCATION IN THE PUBLIC 
HIGH SCHOOLS OF THE UNITED STATES, by Levererr S. 
Lyon, A. M. University of Chicago Press. 


Probably most of us have a vague impression that during the last few 
years there has been quite an increase in business courses offered in the 
public high schools of the country. The figures compiled by Mr. Lyon in 
this monograph will doubtless be surprising, nevertheless. He gives the 
number of commercial students in private and public schools as follows: 





1893 IQI5 % Increase 
Private commercial schools......... 115,748 183,286 58.7% 
Public tugh schoole. .........20.-.5 15,200 208,605 1,270.5 % 
errr errr re cr rere 130,948 301,801 122.9% 


The total number of commercial students has more than doubled in 
twenty-two years, but the increase in the public school courses has been 
twenty-three times that of the private schools. 

Most of the monograph is devoted to statistics and discussions of the 
organization and subjects of study in the high school courses, the general 
conclusions of the author being that there is much room for standardization, 
and that the courses should be broadened, partly to enable the high school 
graduate to pass the entrance examinations into business schools of collegiate 
grade, and partly to give him a wider view of the world of commerce in 
general. 

The author lays some stress on the alleged demand of business men for 
better trained clerical help, a point which seems supported by the number 
of advertisements we see in the “help wanted” columns containing the 
words “high school graduate preferred.” Speaking from the viewpoint of 
an observer, however, we are in doubt whether the alleged demand is for 
broader training. The average business man of our acquaintance com- 
plains bitterly of the lack of elementary training in the three R’s, and we 
think what he asks is not broader but more intensive training. 


W. H. L. 


COMMERCIAL RESEARCH, by C. S. Duncan, Ph. D. The Macmillan 
Company, New York. 385 pp. 


Beginning with chapter IV the author takes up in successive chapters 
the sources, character, methods of collecting, analysis, presentation and 
interpretation of business facts, with closing chapters on organized re- 
search work and the fundamentals of business analysis. The book should 
prove helpful to the business man who is trying to see his way to better 
husiness and larger markets. There are plenty of practical suggestions 
and illustrations of methods and graphics to appeal to the man of the 
“concrete mind.” 

The first three chapters seem rather superfluous. Business research in 
one form or another has been characteristic of the commercial world for 
the last twenty vears, and it hardly seems worth while to spend so much 
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time and space advocating the obvious. Still much must be pardoned the 
enthusiast in his own line, particularly in view of the masterly skill with 
which Dr. Duncan has marshalled his facts and principles. The glowing 
enthusiasm of the last chapter—The new business”—arouses one’s sym- 
pathy, but, alas! we fear the war has not brought the millennium any nearer 
in business than in politics. 


\ SYSTEM OF BOOKKEEPING FOR GRAIN ELEVATORS, Bulle 
tin No. 811, United States Department of Agriculture, by B. B. Mason 
FRANK RopotKa and A. V. SwaArtTHoUT. 

\ttention of public accountants, especially in the west, is called to 
Bulletin No. 811 issued by the department of agriculture. It describes the 
method of operating a uniform system of grain elevator accounting to 
answer the requirements of grain elevators at country points throughout 
the United States. A list of accounts with clear and complete directions 
how to use them is furnished, together with forms of tickets, cash-journal, 
records, etc. For those who desire to instal the system the bureau of 
markets has provided printer's copy of the several forms for free dis- 
tribution, 7.  L. 


Louis G, Battelle announces that he has admitted to partnership Gordon 


S. Battelle, and that the firm name will be Battelle & Battelle, with ollices 
in Dayton Savings & Trust building, Dayton, Ohio. 


Alvin J. Rosencrans and Reuben Hirsch announce the formation of a 
partnership under the firm name of Rosencrans & Hirsch, with offices at 
2909 Broadway, New York, and 208 Broad street, Elizabeth. New Jersey. 


Marwick, Mitchell & Co. (New York) announce that Norman G. Cham 
bers has been admitted to the firm. 


Irvin A, Winegrad announces the opening of an office at 314 Bulletin 
building, Philadelphia. 





Schindler & Naren announce removal of their office to 1211 Chestnut 
street, Philadelphia. 





